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PREFACE 


This book represents the third edition of the authors’ 
work. The second edition has been thoroughly revised and brought up to 
date. As in the second edition, much space has been given to current 
problems and to new approaches to the study of the labor market. Judg- 
ments of teachers have been sought so that what were considered rela- 
tively unimportant issues could be condensed. 

As in the earlier volumes, a major objective has been the integration 
of economic facts and economic analysis so that the student may acquire 
not only an awareness of labor problems but also an understanding of 
conflicting views concerning their causes and possible solutions. Wher- 
ever possible, the writers have incorporated in their discussion the latest 
views and approaches to various labor problems which have appeared in 
recent articles in professional journals. In order to stimulate classroom 
discussion, the pros and cons of such controversial issues as the shorter 
workweek, supplemental unemployment compensation, profit sharing, 
and the Taft-Hartley Act have been thoroughly examined in the text. 
Considerable effort has been made to spell out clearly economic prin- 
ciples and the techniques of economic analysis. Wherever possible, 
charts and tables have been utilized to this end. 

The authors have not attempted to write a text with a general theme 
or a particular slant. Their main interest has been in making available 
to the teacher and student a text which discusses the field of labor prob- 
lems in a clear, comprehensive, and interesting fashion. The material 
contained in the text has been organized in a manner which it was felt 
would make the study of labor problems both enjoyable and under- 
standable to the beginning student. Part I, which contains a general in- 
troduction to the field of labor problems, is intended to orient the stu- 
dent to the subject matter. PartsJI and III give a picture of labor history, 
union structure and government, and collective bargaining techniques. 
Part IV uses the tools of economic analysis to illuminate a variety of 
labor problems. Part V discusses wage and hour regulation and the 
movement toward a shorter workweek. Part VI describes in detail various 
programs — governmental, union, and industry — for obtaining security 
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for the aged, the unemployed, and the sick and the injured. Part VII 
deals with the increasingly important role of government in labor rela- 
tions. It contains a detailed analysis of the Taft-Hartley Act. 

This text was designed for both one-semester and full-year courses. 
Parts I, II, and III, and some of the chapters included in Parts V and 
VI, contain material which one of the authors has utilized for an intro- 
ductory semester course in labor problems; and the complete book fol- 
lows, in general, this author’s outline for a full-year course. Part IV, con- 
taining nine chapters, can be utilized as a basis for an advanced semester 
course in the economic theory of labor. Parts V, VI, and VII are suitable, 
both in length and treatment of the subject matter, for a one-semester 
course in governmental regulation of labor relations. 

The authors are grateful to Professors Walter Galenson of the Uni- 
versity of California and Edwin Young of the University of Wisconsin 
for providing critical reviews of the original edition preparatory to the 
writing of the second edition. Miss Miriam Civic provided the basic 
research and assisted in the drafting of Chapters 19 and 21. Mrs. Gordon 
F. Bloom and Mrs. Diana Gall typed the manuscript and also assisted 
in editing. The authors are grateful to the following organizations, pub- 
lishers, and journals for permission to quote copyrighted material: Na- 
tional Industrial Conference Board, McGraw-Hill Book Co., University 
of Chicago Press, Brookings Institution, American Economic Association, 
Antioch Review, Labor and Nation, Stanford University Press, Southern 
Economic Journal, American Management Association, Harper & 
Brothers, Remsen Press, Houghton Mifflin Co., The Atlantic Monthly, 
Twentieth Century Fund, Russell Sage Foundation, W. W. Norton & 
Company, Inc., Quarterly Journal of Economics, The Macmillan Com- 
pany, Havard Business Review, the Philosophical Library, and the 
Bureau of National Affairs, Inc. 

This book represents a joint undertaking for which joint responsibility 
is shared. The authors hope that their combination of academic back- 
ground plus practical experience in the field of labor relations has en- 
abled them to introduce into this text a viewpoint and ideas which will 
make the field of labor as vital and interesting to the student as it has 
been to them. 

The dedication, as in the earlier editions, has been made to the scholar 
who so profoundly influenced the thinking, not only of the authors, but 
of a whole generation of labor economists as well. 

Gordon F. Bloom 
Herbert R. Northrup 


April 1, 1958 
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THE NATURE OF 
LABOR PROBLEMS 


Wage demands, strikes, unemployment — these are issues 
of vital public concern today. Through radio, television, and the daily 
newspaper, all of us have become increasingly aware of the serious labor 
problems confronting our economy. Labor problems have become every- 
one’s problems. They affect every man, woman, and child — every con- 
sumer, employer, and employee. 

Today, more than ever, labor issues have become the center of pub- 
lic attention. And today, more than ever, economists and other social 
scientists are concentrating their study and research efforts on the prob- 
lems of the labor market. Consider, for example, the ramifications of but 
one of the, numerous labor problems to be discussed in this text: unem- 
ployment. Economics, psychology, sociology, law, political science — all 
these social disciplines must, of necessity, contribute to any thorough, 
worth-while study of unemployment. Business-cycle theory and distribu- 
tion theory cast light upon the causes of unemployment. Knowledge of 
monetary policy is essential in determining possible means of alleviating 
unemployment. It is the job of the psychologist and sociologist to dis- 
cover the effects of unemployment upon the displaced worker and his 
community. And, finally, the tasks of drafting and enacting legislation to 
aid the unemployed fall to the lot of the lawyer and the statesman. 

It is not surprising that labor problems should thus constitute a cen- 
ter of gravity for the various social studies. Labor problems are problems 
of the worker and his employment. Since, in modern industrial society, 
the average gainfully employed individual spends more of his waking 
hours on the job than in any other activity, problems arising out of his 
employment are of primary importance to him and to the society which 
reflects his outlook. 

WHO IS LABOR? 

The term ''labor” is used in many different ways. Sometimes it is 
used as synonymous with the "labor force.” This group, as we shall see, 
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includes all persons who work for a living. Such a definition, therefore, 
lumps together in the same category the banker and the ditchdigger, 
the independent storekeeper and the president of the United States Steel 
Corporation. This heterogeneous group has one common characteristic, 
namely, that its members work for a living. In this respect they are distinct 
from other groups in the population, such as the homemakers (house- 
wives), students, pensioners, those too young or too old to work, the 
incapacitated, and those who, for one reason or another, find it impos- 
sible to seek work. 

On the other hand, the term *'labor’' is sometimes used to refer to 
a much more limited group. For example, when we refer to ^'skilled 
labor,'’ we normally mean skilled craftsmen who work for hire for others 
and who are neither white-collar workers nor professional personnel. This 
definition excludes both the typist in an office and the doctor in a hospital, 
although both may work for hire and have highly developed skills. 

The term 'labor,” therefore, may have various meanings and scope 
depending upon the context in which it is used. If one reads that there 
are 67 million jobs in the "labor” market, it is evident that reference is 
made to labor in the broadest sense. On the other hand, if one reads that 
"labor” opposes the use of the injunction as a strikebreaking weapon, it 
is likely that the term is intended to apply to a more limited class of men 
and women, skilled and unskilled, white collar and non- white collar, who 
are either members of unions or are in groups which lend themselves to 
union organization. 

WHO ARE EMPLOYERS? 

During the course of a year, between 6 and 7 million enterprises 
use some hired labor. About 3 million of these enterprises are farms, and 
the balance are nonagricultural establishments. A large proportion of 
these enterprises employ labor for only a part of the year. If we count 
only those enterprises which employ one "man-year” or more of hired 
labor (i.e., two men each employed for 6 months would be equivalent 
to one "man-year”), there are approximately lYo million employers in 
this country. About one out of every five of these employers is a farmer. 
Not more than one half of these employers use three man-years or more 
of hired labor.^ 

In the last few decades, the government — federal, state, and local — 
has become an employer to millions of Americans. In 1929, about 3.3 mil- 

1 W. S. Woytinsky and Associates, Employment and Wages in the United States (New 
York: Twentieth Centuiy Fund, Inc., 1953), p. 342. 
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lion persons were employed by government or governmental bodies. By 
1955, this number had tripled to about 10 million.^ 

Employers vary in size from the corner drugstore which employs a 
boy part time in the summer to help out on the soda fountain to the huge 
American Telephone and Telegraph Company which employs over a half 
million workers. Firms in trades and services are for the most part rela- 
tively small. Most of the large employers are found in manufacturing 
and public utilities. 

Most employees in nonagricultural establishments are employed by 
corporations. This means that they are employed by a legal entity which 
in turn is owned by stockholders, frequently numbering in the hundreds 
of thousands. Because of the wide holdings of stock in this country, it 
might be argued that the ultimate employer of labor in the United States 
is the stockholding public. They own the assets which provide employ- 
ment and, moreover, as stockholders normally have the right to elect 
directors and so influence corporate policies. 

As a practical matter, however, corporate decisions tend to be made 
by a class of persons known as management, who are employed by stock- 
holders to manage the day-to-day business of corporations. Management 
includes executives such as the officers and directors of corporations as 
well as personnel directors, department heads, and foremen. To the aver- 
age workman in a large corporation it is this group, and not the remote 
stockholder owners, who constitutes the employer. We shall discuss at a 
later point how the division of management function from ownership in 
American industry and the growth in size of corporations has exercised 
a profound effect upon the nature of collective bargaining. 

THE LABOR FORCE 

The '‘civilian labor force,'' as that term is currently used by the 
United States Census Bureau, includes those of the civilian noninstitu- 
tional population 14 years of age and over who are employed or unem- 
ployed in accordance with the following definitions: 

Employed: Those who during the survey week were either 

d) *'at work’ ’ — those who did any work for pay or profit, or worked with- 
out pay for 15 hours or more on a family farm or business; or 
b') 'with a job but not at work” — ^those who did not work and were not 
looking for work, but had a job or business from which they were 
temporarily absent because of vacation, illness, industrial dispute, or 
bad weather, or because they were taking time off for various reasons. 

^Economic Almanac for 19^6 (New York: National Industrial Conference Board, 
Inc., 1956), p. 366. 
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Unemployed: Those who during the survey week 

a) did not work at all and were looking for work; or 
h) did not work and 

( 1 ) were waiting to be called back from a layoff, 

(2) were not in school and were waiting to begin work on a new job 
scheduled to start in the next 30 days, 

(3) would have been looking for work except that they were tempo- 
rarily ill or believed that no work was available in their particu- 
lar line. 

Members of the Armed Forces are added to the civilian labor force to 
obtain the “total labor force. “ 

The civilian labor force is not a fixed group. In July there are usually 
3 or 4 million more job seekers than in January, as students look for work 
during summer vacations and housewives seek jobs in seasonal farm in- 
dustries in order to earn extra income. December is another peak period, 
for it is the time when many persons take part-time jobs in department 
stores and other businesses experiencing Christmas demand. 

The labor force is also affected by cyclical fluctuations. If the chief 
breadwinner becomes unemployed during a depression, other members 
of the family may seek jobs. They may remain in the labor force at least 
as long as the head of the family is unemployed or employed at an income 
below the previous family standard. In 1933, when 13 million persons 
were unemployed, an expansion in the labor force of from 1 to 3 million 
may have been involved. 

Despite these seasonal and cyclical variations, an outstanding char- 
acteristic of the labor force is its stability in size relative to the popula- 
tion. Under ordinary economic pressures, the labor force does not readily 
expand or shrink. Changes in the relationship between population and 
labor force normally require years to consummate, although the impact 
of the patriotic fervor and high earnings of a war economy (see Table 1, 
year 1945 ) or a severe depression may alter long-established habits in this 
regard. It appears that in peacetime the size of the labor force is based 
upon deeply rooted habits; on the size and composition of families; on 
attitudes toward child care, education, and old-age dependency; on the 
concentration of population; and on the structure and geography of in- 
dustry.^ Even when the economic pressures are severe, such as during the 
depression of the 1930’s or during World War II, the end of the period 
of strain appears to be followed by a return to labor-market normalcy. 
Thus the decline in the labor force in the months following VJ Day was 

2 Clarence Long, The Labor Force in 'Wartime America (New York: National Bureau 
of Economic Research, Inc , 1944), pp 23, 47 
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nothing short of remarkable: by April, 1946, an estimated 5^2 million 
persons had left the labor force. 

Growth and Composition 

The growth of the labor force from 1929 to 1956 and some of its 
long-term trends during this period are shown in Table 1. The data con- 
firm that the size of the labor force is remarkably stable relative to popu- 
lation, except in periods of extreme economic stress. In 1956 the total 
labor force rose to 70.4 million, which equaled 59.3 per cent of the non- 
institutional population 14 years of age and over. This was the highest 
labor force rate since World War II. Among the significant character- 
istics of the labor force in this year were (l) the high participation rate 
of females, which will be discussed in greater detail below; and (2) the 
high participation of part-time student workers. Part-time workers nor- 
mally make up about one seventh of the nonfarm work force. More stu- 
dents were working outside of school hours in 1956 than in any previous 
year since World War 11. An estimated 3.4 million high school and col- 
lege students were gainfully employed at least on a part-time basis at the 
start of the fall school term in October, 1956.^ 

Women at Work 

In 1957, almost one out of every three workers was female. See Fig- 
ure 1. More and more women have been entering the labor market. This 
movement of women into gainful employment is not a mere temporary 
reaction to the needs of industry in time of war or national emergency 
but a long-run trend of great significance for our economy. This trend has 
been closely associated with a number of changes, such as the reduction 
in size of families, the transfer to the factory of much productive work 
formerly done in the home, the increase in laborsaving equipment and 
conveniences in the home, and the increasing desire of women for eco- 
nomic independence. The opportunities for women to secure work out- 
side the home have been greatly augmented by the increasing acceptance 
of women in the professions and in clerical, sales, and similar fields of 
employment. 

The composition of the female labor force has also been undergoing 
a surprising change of which few people are aware. The typical female 
worker today is not the young single girl who pounds a typewriter until 
she can catch her man. The average woman worker today is 39 years old. 
More than half of the women workers are married; one quarter are sin- 

^ U.S. Bureau of the Census, Current Population Reports, Series P-50 (March, 1957), 
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gle; and the remainder are widowed or divorced. In 1950 for the first 
time there were more married women than single girls in the labor force. 
Today one quarter of all working women have children under 18 years. 
In a quarter of all married couples in the United States, both husband 
and wife are working for pay.® 

Women stick to their jobs longer today than a generation ago. More- 
over, women work not only before but during the early years of marriage 
and return to work again around the time they become grandmothers! 
After World War II, when the number of women working began to drop, 
the number of female workers aged 45-64 kept right on growing.® 

Working women account for one fifth of the country's total wages 
and salaries and for more than one fourth of the total man-hours worked. 
About one out of every four women workers is employed part time. One 
third of the women workers are employed in secretarial, clerical, and sales 
occupations.*^ They also predominate among machine operators in gar- 
ment factories, electrical supply plants, and in the shoe-making, textile 
fabric, and textile spinning industries. 

The Older Worker 

Another significant trend in composition of the labor force involves 
the older worker. The labor force has become older since 1900, partly 
because of a decline in child labor resulting from changing industrial 
mores and child labor legislation, partly because the birth rate of the 
1930’s was low and has been reflected in a smaller number of young en- 
trants into the labor force in the 1950's. At the same time, medical ad- 
vances have lengthened the working life of older workers. The increased 
mechanization of industry which has lightened the arduousness of work 
in many fields has also made it possible for older workers to lengthen 
their years of productive work. 

Despite these circumstances, while the average age of the members 
of the labor force has increased since 1900, the proportion of persons over 
65 who are in the labor force has declined. This is attributable in part 
to the development of social security and retirement plans, in part to the 
fact that in earlier years many older men were employed on or owned 
their own farms and worked to a more advanced age, whereas with the 
shift from farm to industrial employment older persons find it more dif- 
ficult to retain employment after age 65. In 1890 about 68 per cent of 

5 U S. Department of Labor, T^e Amencan Wo^kev^ Pact Book, 19^6 (Washington, 
D.C., 1956), p. 29. 

^Business Week, April 19, 1952, pp. 95, 98. 

Business Week, March 16, 1957, p. I6l. 
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all men 65 years of age or older were in the labor force. In 1955, only 
38 per cent were so employed.® 

Racial Composition 

Approximately 10 per cent of the labor force is classified as "non- 
white” — i.e., Negro, Oriental, or American Indian, the great bulk being 

FIGURE 1 

Employment by Sex, United States, 1870-1956 


EMPLOYMENT BY OCCUPATION, 1956^ 


MALE 

43 7 MILLIONS- lOOVo 



PROFESSIONAL 


i. TECHNICAL 


FEMALE 

20.3 MILLIONS- 100% 



& SEMISKILLED 




WOMEN AS A PER CENT OF ALL WORKERS 


Atp/t/i /SS6 NOTE. DATA FOR 1930 AND PRIOR TEARS ARE FOR GAINFUL WORKERS OVER tO TEARS 

OF ACE. THEREAFTER DATA ARE FOR EMPLOTED PERSONS 14 YEARS OLD AND OVER 
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8 U.S. Department of Labor, The American Workers’ Tact Book, 1956 (Washineton 
D.C, 1956), p. 12. ’ 
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FIGURE 1 — Continued 


DEFINITIONS OF ROAD MAP TERMS 


Definitions shown below are summarized from the 1950 Census of Population, Alphabetical 
Index of Occupations and Industries, published by the Bureau of the Census. 

Clerical and Sales 


Clerical: Agents, attendants and assistants at libraries and in physicians* and dentists* 
offices, bank tellers, bookkeepers, bill collectors, messengers, mail and office boys, stenographers 
and secretaries, clerks, and others. 

Sales: Advertising agents, salesmen, sales clerks, auctioneers, demonstrators, peddlers, 
insurance and real estate agents and brokers, newsboys, stock and bond salesmen, and others. 

Managerial ond Farmers 


Managers, Officials, and Proprietors: Buyers, railroad conductors, credit men, administrators, 
managers, superintendents, ship pilots and pursers and engineers, officers of companies and unions, 
postmasters, and others. 

Farmers (owners and tenants) and Farm Managers. 

Professional and Technical 


Accountants, entertainers, airplane pilots and navigators, architects, artists, athletes, authors, 
chemists, clergymen, dentists, designers, dietitians, draftsmen, newspapermen, foresters, funeral 
directors, lawyers, musicians, scientists, registered nurses, optometrists, osteopaths, pharmacists, 
photographers, physicians and surgeons, radio operators, social workers, economists, psychologists, 
statisticians, surveyors, teachers, technicians, and others. 

Service 


Service Workers: Barbers, bartenders, bootblacks, boarding house keepers, cleaners and 
charwomen, counter workers, elevator operators, firemen, watchmen, stewards, janitors, police and 
detectives, porters, practical nurses, ushers, waiters, and others. 

Private Household Workers: Housekeepers, laundresses, and other private household workers. 

Skilled and Semiskilled Labor 


Operatives: Blasters, boatmen, brakemen, bus and cab drivers, survey chainmen and rodmen, 
streetcar and bus conductors, deliverymen, dressmakers, dyers, grinders, graders, packers, smelter- 
men, laundry and dry cleaning operatives, miners, sailors in the merchant marine, weavers, welders, 
and others. 

Craftsmen and Foremen: Bakers, bookbinders, boilermakers, brick and stone masons, carpen- 
ters, concrete finishers, typesetters, electricians, engravers, foremen (excl. farm), furriers, glaziers, 
inspectors, jewelers, locomotive engineers and firemen, motion picture projectionists, opticians, 
painters, plumbers, shoemakers, sheet and structural metal workers, toolmakers, armed forces and 
others. 

Unskilled Workers 


Laborers: Fishermen, garagemen, longshoremen, stevedores, lumbermen, teamsters, and 
other laborers. 

Farm Laborers and Foremen: Farm foremen, farm laborers, unpaid family workers, self* 
employed farm service laborers, and others. 
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Negro. Analysis of the racial composition of the labor force indicates that 
although differences in characteristics of the nonwhite and white mem- 
bers of the labor force have been considerably narrowed since 1890, they 
still remain significant. Thus, nonwhite persons go to work at an earlier 
age and remain in the labor force to a greater extent after 65 years of 
age; nonwhite women have a greater tendency to remain in the labor 
force after marriage; and because of high mortality and heavy toil of 
disability on the job, nonwhite workers have a considerably shorter aver- 
age working life. 

Occupation and Socioeconomic Status 

The last decade has witnessed increasing trends toward urbaniza- 
tion and industrialization in the United States. As laborsaving machinery 
has taken over the backbreaking work which used to be required on the 
farm, the surplus population from our large farm families has gravitated 
to the city to seek work in industry. These twin trends toward the city 
and factory away from the country and farm have been reflected in a 
change in occupation of the labor force. In 1900, about one out of every 
three persons gainfully employed was engaged in farming or other agri- 
cultural pursuit. Today only about one in thirteen persons is so employed. 

Figure 2 shows the trend in employment in farm laborers and other 
socioeconomic groups between 1947 and 1957. The increasing impor- 
tance of professional and clerical groups and the diminishing importance 
of farm laborers is apparent. Figure 2 also illustrates another very im- 
portant trend in the labor force — the trend away from the goods-produc- 
ing sector of the economy. In 1957, only 43.4 per cent of workers were 
directly involved in goods production. 

Table 2 shows how employment in 1955 was divided between the 
goods-producing and service sectors of the economy. As can be seen, 
manufacturing is still the most important source of employment oppor- 
tunities. However, over the years the great growth in employment op- 
portunities has occurred not in manufacturing but in the mushrooming 
service, government, and trade divisions. Although modern technology 
has been converting our economy into a nation of employees, it has not 
been building a proletariat. Scientists, professional workers, supervisors, 
artists, teachers, and other white-collar workers have been increasing from 
two to thirteen times as fast as the total working population. On the other 
hand, the number of common laborers has dropped from 8.9 million in 
1910 to 5.9 million in 1956.® Between 1870 and 1940, technical engineers 

* S. H. Slichter, "The Growth of Moderation," Atlantic Monthly, October, 1956, p. 
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FIGURE 2 

Socioeconomic Status of Employed Workers, 1947 and 1957 
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increased over thirteen times as fast as the gainfully employed; book- 
keepers, cashiers, and accountants, eight times; artists, sculptors, and art 
teachers five times; college professors and other teachers three times. Dur- 
ing the same period, college graduates have increased ten times as fast as 
the gainfully employed.^® The growth of the white-collar group reflects 
in part the expansion in government employment. In 1957, one out of 
every seven employees was a government worker. 

The traditional middle-class occupations are those of self-employed 
business owners (farmers, shopkeepers), professional and technical 

S. H. Slichter, The Challenge of Industrial Relations (Ithaca, N.Y.: Cornell Uni- 
versity Press, 1947), pp. 1-2. 










14 


ECONOMICS OF LABOR RELATIONS 
TABLE 2 

Major Industry Group of Employed Persons in 1955 
(In Thousands) 

Goods 

Manufacturing 

Agriculture 

Contract Construction 
Mining 

Total 28,041 

Services 

Trade 10,721 

Government . . . 6,924 

Services and Miscellaneous 5,693 

Transportation and Public Utilities 4,055 

Finance, Insurance, and Real Estate 2,192 

Total . 29,585 

Source* Monthly Labor Review , March, 1956, p. 279* 


Einployment (000) 
. 16,551 
. .. . 8,237 

. . . . 2,505 

... 748 


workers (some self-employed and others employees of business firms and 
the government), salespeople, and clerical workers. In 1910 the workers 
in these occupations constituted 39.6 per cent of employed persons; in 
April, 1956 , they constituted 45.8 per cent. This increase was registered 
in the face of a big drop in the number of self-employed farmers from 
17.3 per cent of employed persons in 1910 to 6.1 per cent in April, 1956.^^ 
The increasing importance of middle-class occupations in our economy 
has tended to strengthen the forces of conservatism and moderation and 
to some extent to make more difficult the task of union organization. 


V/HAT IS A LABOR PROBLEM? 

We have reviewed briefly the composition and characteristics of the 
labor force. The labor force, we have seen, includes all of the gainfully 
employed persons in the country. Naturally these people in their day-to- 
4ay struggle to earn a living have many problems. What are the circum- 
stances which raise certain of these difficulties to the status of a "labor 
• problem,” as that phrase is commonly used ? 

"Labor problems” typically involve only a certain segment of the 
civilian labor force. A simple illustration will serve to indicate the cri- 
terion which separates the group with which we are concerned from other 
memljersof the labor force. Consider the case of John Jones, the inde- 
pendent grocer, who owns his own store and is self-employed. His income 
depeij^ds upon the margin between his sales receipts and the cost of his 

Slichter, "The Growth of Moderation,” op. cit., p. 61. 
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wares, after covering expenses of operation. Suppose competition from 
other grocers compels him to reduce prices so that as a consequence his 
income is cut in half. John Jones may now complain that his labor is not 
being adequately compensated; yet ordinarily this circumstance would 
not be considered a labor problem. 

Now, change the facts slightly. John Jones employs ten clerks in his 
store. Competition forces him to cut their wages in half. Here we have a 
labor problem. What is the essential difference between the two cases 
The difference lies in the fact that John Jones is self-employed, while his 
clerks work for wages and are therefore dependent upon their employer 
for their livelihood. Labor problems grow out of the economic activity 
of that part of the working population which offers its services for hire 
to others and receives its compensation in the form of wages or salaries. 
Because they are dependent upon others to offer them employment, wage 
and salary earners are subject to the risk of unemployment. Because they 
are dependent upon employers for their daily income, their interests fre- 
quently clash with those of the latter group. The result is strikes, lockouts, 
slowdowns, and other manifestations of labor strife. Finally, because they 
have this common bond of dependence upon others for their employment 
and income, a certain feeling of solidarity tends to exist among members 
of this group, despite the diversity of their occupations. This sense of a 
common status has led many of them to join together in unions to present 
a common front to their employers and to the owners of the means of 
production. 

Attitudes toward Labor Problems 

Having delimited the group which is normally involved in * labor 
problems,” let us next consider what it is that determines whether a given 
set of circumstances constitutes a '"problem.” Whether or not a given situ- 
ation will be classed as a problem depends in large measure upon the out- 
look and bias of the individual. For example, labor problems to the aver- 
age employee are synonymous with strikes, lockouts, inadequate wages, 
and unemployment. To the employer, the term calls to mind rising labor 
costs, diminishing man-hour output, stoppages, and interference with 
managerial prerogatives. Consumers have still a different viewpoint — to 
them the labor problem is largely presented in terms of shortages due to 
work stoppages, high prices occasioned by high wage costs and low ef- 
ficiency, and inadequate utilization of available labor. Some conditions 
such as chronic unemployment will be recognized by all groups as a prob- 
lem requiring solution. With regard to other situations, however, such 
as the stretch-out in the textile industry, where a worker is required to 
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man more than one machine, there will be less unanimity. Employees will 
denounce it as a health hazard; employers will support it as a competitive 
necessity; and consumers’ views will differ depending upon whether they 
give greater weight to lower prices or to the possible physical impairment 
of workers. 

In the last analysis, whether or not a particular situation will be 
recognized as a problem area will depend upon society’s judgment that 
the dangers inherent in the situation outweigh its possible benefits to the 
community. This judgment, representing as it does the joint appraisal of 
all groups in the community, will shift with changing social mores. In 
colonial times the question of the length of the working day was not a 
problem. Custom decreed a working day from dawn till dusk, and any 
increase in idle time was viewed as an invitation to the devil! Yet today 
the shorter-hour movement is one of our most pressing problems and pre- 
sents a continuing source of friction in employer-employee relations. A 
similar ripening of public recognition has characterized such problems as 
child labor, industrial accidents, and technological displacement of labor. 

There is one further characteristic of a labor problem, as we shall 
use the term, which requires attention. Labor problems, as a phenomenon 
of American industrial development, have arisen from voluntary em- 
ployer-employee relations in a free labor market. Labor problems are a 
manifestation of freedom of choice in economic activity. Strikes and lock- 
outs, for example, are concrete demonstrations of the freedom of the em- 
ployee not to work, and of the corresponding privilege of the employer 
not to hire. Strikes, unemployment, wage demands, and other aspects of 
the labor problem in America are phenomena which can exist only in a 
democratic society. Communists boast that in Russia there is no unem- 
ployment, no strikes, no conflict over wages. The reason is that there is no 
freedom of choice. Both management and labor are shackled by the arbi- 
trary whim of a dictatorial bureaucracy. 

PSYCHOLOGICAL ASPECTS OF LABOR PROBLEMS 

Labor problems are problems of human beings — of their individ- 
ual inner needs and motivations, of their interactions with other human 
beings. Labor problems are therefore basically psychological problems. 
Most of the difficulties between management and labor can ultimately be 
explained in terms of the individual’s desires for self-expression, prestige, 
security, and self -betterment. In a capitalistic economy, these are the domi- 
nant human motives which must be reasonably satisfied if labor and man- 
agement are to be able to live together in peace. Until comparatively re- 
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cently, American business ignored the first three motives enumerated and 
erroneously assumed that if the desire for self-betterment were satisfied, 
workers would be content and docile even though they were denied any 
voice in determining the conditions of employment. American employers 
therefore sought to erect a bulwark against unionism in the form of high 
wages, short hours, and good conditions of work. In pursuing this policy, 
employers misjudged the basic personality of their workers, and, as a con- 
sequence, unions were able to gain a foothold even in the most paternal- 
istic establishments. 

Psychology of Union Organization 

What did unions have to offer In many plants in which unions 
were successful in organizing the employees, wages were already higher 
than in union shops in the industry. But the union leader could promise 
the worker what the employer had overlooked. The worker wanted more 
than dollars in his pay envelope; he wanted security and an opportunity 
to be treated like an individual. He did not want to be herded blindly like 
a well-fed sheep. He wanted a voice in matters that he conceived to be 
of vital importance to performance of his daily work. If the line were 
speeded up, he wanted to know why and to be able to voice his objection 
without fear of being fired. 

Thus — oddly enough — in unionism, a group movement, the worker 
was able to find a medium through which to assert his individual per- 
sonality. Unionism has given new dignity and importance to the status 
of the individual worker. For example, in most organized plants, his in- 
dividual grievances are now promptly and fairly handled by bipartisan 
grievance machinery in which management and union are equally repre- 
sented. Personnel administration, catering to the needs of the individual 
worker, has become an increasingly important aspect of efficient plant 
management. Moreover, unionism itself, as a functioning institution, has 
afforded many opportunities for workers to develop and to assume posi- 
tions of leadership. A worker may become a shop steward, or business 
agent, or member of a grievance committee, or a union officer. These 
positions have filled a need for constructive self-expression by the indi- 
vidual worker which modern industry with its emphasis upon machine 
operation had failed to satisfy. Thus unionism has performed a valuable 
service in promoting the psychological well-being of the worker. 

The Psychology of Strikes 

Recognition of the psychological needs of the worker affords a basis 
for understanding many of the clashes which flare up between employees 
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and management, even in industries having satisfactory collective bar- 
gaining relations. Take, for example, the case of the so-called 'wildcat” 
strike in which some employees will walk off the job without the sanction, 
and frequently against the express orders, of the union officials. What 
causes these walkouts ? Obviously, a variety of factors may be responsible, 
depending upon the particular situation, but, in many cases, a common 
psychological cause may be found. Much of the work that the average 
employee performs in a modern industrial plant is dull, routine, and 
psychologically unrewarding. Monotony produces fatigue and tension. 
Management has recognized that this detracts from productive efficiency, 
and it has achieved surprising success in some plants in reducing such 
fatigue and tension by use of short rest periods interspersed throughout 
the working day. Often, however, a spontaneous wildcat strike may be 
the outlet which employees unconsciously use to reduce nervous tension. 

SOCIOLOGICAL ASPECTS OF LABOR PROBLEMS 

Labor problems are also sociological problems. They are problems 
concerning the relationship of various groups in the community and their 
reaction to changes in the economic and social environment. Most Ameri- 
can families are dependent upon wage or salary earners for their incomes. 
Consequently, the stability and integration of the typical American com- 
munity depend to a large extent upon the welfare of its workers. 

The Impact of Laborsaving Invention 

Nowhere is this interdependence more graphically demonstrated 
than in the study of the repercussions of technological unemployment 
upon the community. Consider, for example, the effect of the introduc- 
tion of the continuous automatic strip mills in the steel industry. These 
automatic mills constituted the greatest laborsaving development of the 
decade of the 1930’s. So great was the laborsaving capacity of these new 
mills that it has been estimated that 126 men in one automatic mill could 
produce the same tonnage as 4,512 men operating 96 sheet mills of the 
conventional type.^^ 

Although the laborsaving effect of these new mills was obscured by 
the high level of employment which prevailed during the decade of the 
1940’s, their introduction during the less prosperous years of the preced- 
ing decade had profound economic and sociological repercussions. So 
great was the displacement of labor that thriving steel towns became 

Philip Murray, Technological Unemployment, United Steelworkers Publication No. 
3 (Pittsburgh: United Steelworkers, 1940), p. 10. 
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ghost towns overnight. Employees of the old hand mills were thrown 
out of work, young people were unable to find jobs, shopkeepers lost 
business, delinquency increased. Although the economist, reasoning in 
terms of abstract theory, may conclude that after the displaced workers, 
have shifted to other industries, national income and employment will 
be greater than before the innovation, the sociologist’s job requires him- 
to take account of the social disorganization, abandonment of homes, 
broken careers, and other effects on the individual and his community 
which occur before such a transfer has been accomplished. The difference 
in viewpoint, however, is one of emphasis only, and at some points the 
interest of the sociologist and economist will coincide. For example, the 
labor economist who is studying the effect of a technological innovation 
will be interested in the reaction of employment, costs, prices, national 
income, and investment. But he will also be concerned with the length 
of time required for the displaced worker to obtain new employment, the 
extent to which the worker can utilize his former skills in his new em- 
ployment, and the effect of the displacement on his income. These condi- 
tions will also be of interest to the sociologist since they will bear upon 
the position of the worker in his community and the extent to which he 
will be able to maintain his former associations. 

Heterogeneity of American Labor 

This brief discussion of the sociological aspects of labor problems 
cannot be brought to a close without at least observing that the American 
labor movement, itself, presents interesting sociological problems. Ameri- 
can labor, like the population as a whole, is characterized by a mingling 
of diverse races, many of whom have transplanted from their native lands 
peculiar customs, prejudices, and ideas. The cohesiveness of labor unions 
and the effectiveness of their action as a group have been handicapped 
by the heterogeneity of races, nationalities, languages, and backgrounds 
which characterize their membership. For example, in the steel strike of 
1919, strike literature had to be issued in seven different languages ! Racial 
friction between Negro and white continues to be a problem in labor 
unions, and may become increasingly serious if large-scale introduction 
of the mechanical cotton picker in the South produces a mass migration 
of Negroes to the northern industrial centers. 

Because of this heterogeneity in membership, American unions have 
held their organizations together only by a tenuous bond. In contrast to 
European unions, where workers have been unified by a common nation- 
ality and, in some cases, by a common religion, American workers have 
been bound together primarily by a sense of mutual dependence in their 
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struggle to obtain better terms from employers. The extent to which or- 
ganized labor as a group will be able to reconcile the conflicting interests 
represented by various elements in its membership and maintain its co- 
hesiveness in the face of possible large-scale unemployment constitutes 
one of the most important economic and sociological problems of our 
time. 

LEGAL ASPECTS OF LABOR PROBLEMS 

Labor problems must be solved within a legal framework. This 
framework has two principal parts; (1) the common law, composed of 
the law which the colonists brought to this country from England and 
subsequent decisions handed down by American courts; and (2) state 
and federal legislation. These two aspects of the legal system impinge 
upon employer-employee relations in all their crucial aspects. 

Organized Labor and Common Law 

The common law has, on the whole, been hostile to organized la- 
bor. Courts have laid primary emphasis upon preservation of competi- 
tion in the labor market and protection of the rights of private property 
and contract. In so doing, they have set difficult obstacles in the path of 
workingmen seeking to organize. For example, in the first American la- 
bor case, decided in Philadelphia in 1806, a combination of cordwainers 
(shoemakers) who organized to obtain higher wages from their employ- 
ers was held to be a criminal conspiracy. Subsequent judicial decision, 
however, modified this extreme position. A strike was no longer con- 
sidered a criminal offense but was viewed as prima-facie tortious (i.e., a 
civil wrong) since it was intended to inflict economc loss upon the em- 
ployer. This presumption of illegality, however, could be rebutted by 
showing that the strike was for a justifiable end such as higher wages, 
shorter hours, or improved working conditions. Labor’s right to strike, 
therefore, depended upon whether a court would consider justifiable the 
particular objective sought to be achieved by the strike. This doctrine still 
persists in our courts today. For example, a strike for a closed shop is re- 
garded as unjustified and therefore unlawful in Massachusetts, whereas 
the contrary is trae in New York State. 

Judicial protection afforded contract rights has likewise impeded 
labor organization. Courts developed the doctrine that a person who was 
a party to a contract had a valuable property right which was entitled to 
protection. A court would issue an order enjoining any third party from 
interfering with such contract rights, and if the third party disobeyed the 
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order — or injunction, as it was called — he could be fined or imprisoned 
for contempt of court. This judge-made doctrine was the source of much 
difficulty to labor. Antiunion employers compelled workers to sign so- 
called ''y^Uow-dog” contracts, whereby the employee, as a condition of 
obtaining employment, promised not to become a member of a union dur- 
ing his period of employment. When a union business agent endeavored 
to persuade the employee to join the union, he was in effect inducing the 
employee to break his contract with the employer. The courts held that 
such organizing efforts were unlawful and could be prohibited by injunc- 
tion. Such yellow-dog contracts remained an effective weapon in the hands 
of antiunion employers for many years. They were finally outlawed in 
1932 when the federal Norris-LaGuardia Anti-injunction Act made yel- 
low-dog contracts unenforceable by injunction in federal courts.^^ 

The strength of private property rights in our legal system has 
been another factor which has impeded the progress of organized labor. 
Strikes frequently involve violence and damage to private property. Con- 
sequently, employers have been able to secure police and court protection 
for their property, which incidentally often had the effect of breaking 
the strike. Frequently particular labor groups have found that because 
of their disregard for the rights of private property they have arrayed 
against them not only the courts but also the general public. For example, 
the sitdown strikes in 1937 — in which striking workers barricaded them- 
selves in factories and refused to leave the premises until their demands 
were met — evoked great alarm and opposition from the general public. 
Even persons ordinarily pro-labor viewed with alarm such arbitrary sei- 
zure of property belonging to others. Thus organized labor was deprived 
of an extremely effective labor weapon, not only by subsequent judicial 
decision which declared such strikes illegal but also by the hostile public 
reaction deriving from a long tradition of the sanctity of private property. 

Labor Legislation 

Labor legislation in the United States has proceeded in a rather hap- 
hazard fashion, due to the division of powers between state and federal 
governments. Federal regulation exists only in fragmentary fashion be- 
cause the Constitution does not specifically authorize the federal govern- 
ment to regulate labor, and therefore federal regulation can be exercised 
only where labor problems impinge upon some field in which federal 
power is recognized — as, for example, interstate commerce. Since powers 
not expressly granted to the federal government are reserved to the states, 

13 Yellow-dog contracts may still be enforceable in state courts in those states which 
have not enacted legislation modeled after the federal Norris-LaGuardia Act. 
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the primary regulation of labor activities is generally to be found in state 
statutes. 

Collective bargaining relations of employers and employees in in- 
dustries affecting interstate commerce have been regulated by the Na- 
tional Labor Relations (Wagner) and Labor-Management (Taft-Hart- 
ley) acts, -which will be considered in detail in subsequent chapters. Other 
legislation — state or federal — provides unemployment insurance, public 
employment exchanges, prohibition of child labor, compensation for em- 
ployees injured at work, and other benefits. In the field of wages and 
hours, legislation has provided minimum wages and maximum hours, 
thus narrowing the area of conflict between employers and employee, 
but except during the period of World War II and the Korean war, 
government has not attempted to fix the level of wages. 

THE ECONOMIST AND LABOR PROBLEMS 

Labor problems, we have already observed, depend upon one’s point 
of view. The labor economist, like any economist, is primarily interested 
in economic problems and economic activity. He has therefore tended to 
concentrate his study on those aspects of the labor market which lend 
themselves to formulation in terms of "laws” or "principles” and to leave 
many of the human problems to specialists in other social sciences. 

This emphasis was not always true of labor economics. Early econ- 
omists were primarily historians. They studied the labor movement as an 
evolving institution and sought to explain its development in terms of 
economic and sociological environment and of the composition and psy- 
chological needs of the labor force. Then, as distribution theory in eco- 
nomics developed a highly sophisticated array of curves, equations, and 
theory to explain the functioning of economic markets, economists inter- 
ested in labor sought to apply this same type of analysis to the study of 
the labor market. This approach was and is undoubtedly useful, but some 
labor economists tended to overemphasize this approach and to ignore 
psychological motives which affect the functioning of the labor market 
but which do not lend themselves to analysis in terms of geometry or 
differential calculus. 

In recent years there has been an increasing tendency on the part of 
labor economists to give more attention to the role of psychological and 
sociological considerations in influencing behavior in the labor market. 
This broader approach is essential if the student of labor problems is to 
acquire a realistic view of labor problems.' For example, it is very simple 
to draw a supply curve for labor indicating that at various possible wage 
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levels different numbers of workers will be available for jobs. But such 
a curve merely illustrates one force at work in the labor market — the 
effect of higher wages in drawing people to particular jobs. It cannot and 
does not give the full picture of the forces which motivate workers in the 
search for jobs. Workers want more than wages; they want security, self- 
expression, the opportunity to advance, pleasant surroundings. Moreover, 
the importance of these various considerations varies at different economic 
levels. For example, the lower the occupational rank of the worker, the 
greater the stress which he places upon security. The higher the occu- 
pational rank, the greater the emphasis which is placed upon social es- 
teem, leadership, and interesting experience.^^ 


THE CHANGING INSTITUTIONAL AND ECONOMIC 
BACKGROUND 

Labor problems in our dynamic economy occur against an ever- 
changing background. The changes which have occurred in our economy 
in the last 100 years have left their imprint upon our labor market and 
have shaped and influenced our attitudes as well as our policies toward 
labor and industry. The setting for current labor problems reflects the 
following significant development in our recent economic history: 

1. We have become a nation of employees. About four out of every 
five ,persons who work for a living do so by getting a job working for 
an employer. This change has come about over the last 100 years. Until 
shortly before the middle of the last century, the United States was prima- 
rily a community of self-employed. The principal occupation was farm- 
ing, and most of our citizens were self-employed on such farms. The 
trend away from farming and toward the factory has reduced the number 
of self-employed in the labor force. , 

2. We are a country of small businesses, but large corporations con- 
trol the bulk of our wealth and production. One hundred thirty-five cor- 
porations own 45 per cent of our industrial assets.^^ Today 75 per cent 
of our companies employ fewer than four persons, and approximately 
98 per cent have fewer than fifty employees. Most companies therefore 
are small. But the majority of employees work for large corporations. 
There are about 500,000 active corporations. In manufacturing, lO.per, 


R. Centers, "Motivational Aspects of Occupational Stratification,” Journal of Social 
Psychology, Vol. XXVIII (November, 1948), pp. 187-218. > ■ i 

‘ 1^ A. A. Berle, Jr, The Twentieth Century Capitalist Revolution (New York: Har- 
court, Brace & Co. Inc., 1954), p. 25. , ^ ^ 
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cent of the establishments employ 75 per cent of the workers^® This 10 
per cent is composed of large corporations employing a hundred or more 
workers. In 1900, corporations produced only about 65 per cent of manu- 
facturing output in this country; but today corporations produce 90 per 
cent of the total.^^ 

3. We are living in a unionized economy. In less than two decades 
since 1935 when the Wagner Act was enacted protecting the rights of 
workers to organize collectively, the percentage of the labor force which 
is unionized has more than tripled. Table 3 shows this remarkable growth 
in union membership. Moreover, since the data for the labor force in- 
cludes the self-employed, proprietors, professional people, and those em- 
ployed by their families, the unionized group is actually a much higher 
percentage of the potentially organizable group of workers than the sta- 
tistics in Table 3 would indicate. It seems likely that today one out of 
every four persons who works for a living is a union member and one out 
of every three potentially organizable persons belongs to a union. No less 
than 40 per cent of the nonfarm labor force which is not self-employed 
are union members. In the manufacturing field, practically all of our key 
industries are strongly unionized. 

These significant developments have had a profound effect upon 
the functioning of the labor market and upon the impact of labor prob- 
lems upon the economy. At the turn of the century most employees worked 
for small enterprises which were managed by their owners. If an individ- 
ual employee wanted a wage increase, he would see the "boss” about it, 
and if he didn’t get it, he would quit — or he might be fired for being so 
presumptuous as to ask for it! Labor relations were individual and per- 
sonal. Disputes when they occurred we^e for the most part local and 
of short duration. Employees had small resources and little bargaining 
power. Businessmen ran their businesses pretty much as they wanted with- 
out restriction from labor or regulation by government. 

The situation today is so vastly diflFerent from conditions which 
existed in this earlier era that it is apparent that a revolution has occurred 
in labor-management relations. Today the individual employee and the 
individual owner are overshadowed by big unions and big corporations. 
Business today is owned by millions of small stockholders who have little 
voice in its day-to-day operation. Big corporations are staffed by "em- 
ployees” all the way to the top. A new class has arisen in the social hier- 

16 Economic Almanac for 1951-1952 (New York: National Industrial Conference 
Board, Inc., 1951), p. 242. 

U.S. Bureau of Labor Statistics, Monthly Labor Review, Vol. LXXI, No. 1 (July 
1950), p. 8. 
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TABLE 3 

Labor Force and Union Membership, Selected Years, 1890-1957 


Year 

Labor Force* 
(Millions) 

Union 

Membership 

(Millions) 

Percentage of 
Labor Force 
Uniomzed 

1890 

23-3 

0.37 

1.6 

1900 

29.1 

0.87 

3.0 

1910 

37.4 

2.1 

5.6 

1920 

42.4 

5.1 

12.0 

1930 

48.8 

3.4 

7.0 

1935 

50.5 

3-9 

7.7 

1940 

53.3 

8.5 

15.9 

1946 

60.8 

15.0 

24.7 

1950 

63.5 

16.0 

25 2 

1953 

65.5 

16.5 

25.2 

1957 

70.7 

18.0 

25.4 


*Data prior to 1940 includes "gainfully occupied,” a somewhat, but not significantly, wider 
term than "labor force”; also data prior to 1940 includes children 10-14 years old who are not 
included thereafter, but very few such children were found in the labor force by 1940. 

Sources: Labor Force: Table 1, Umon Membership: Leo Wolman, Ebb and Flow in Trade 
Unionism (New York* National Bureau of Economic Research, Inc , 1936), pp. 229 ff ; Florence 
Peterson, American Labor Unions (New York* Harper & Bros., 1945), p 56; U.S Bureau of 
Labor Statistics, Monthly Labor Review, Vol LXXI, No. 1 (July, 1950), p. 11 ; U.S Bureau of the 
Census, Current Population Reports, and U S. Department of Labor esumates 


archy — management — ^which owes its position not to birth, profession, or 
ownership but presumably to ability.^® This group bargains with the lead- 
ers of big unions to decide how much of the real income of the nation 
shall go to labor, to owners, to management, etc. Disputes over wage in- 
creases now result in walkouts of thousands of workers, which can bring 
a large part of the productive equipment of the nation to a standstill. 
Consumers and workers all over the country may be affected by the dis- 
charge of a shop steward in a steel company in Pittsburgh. Labor relar 
tions are no longer individual but aggregate. Decisions by management 
as to a wage adjustment normally involve not one worker but thousands. 
Moreover, the organization of employees into unions has so tipped the 
scales in the economic arena that in many industries unions are stronger 
in terms of wealth and economic strength than the companies with which 
they bargain. 

This fundamental change in the setting of labor relations has made 
labor problems everybody’s problems. Decisions made by management in 
the field of labor relations involve private property, but they have taken 
on social significance because of the wide area of their ultimate impact. 
Everyone has a stake in finding a solution to strikes which shut down 
our key industries and deprive us all — labor, management, and consumer 
alike — of the output of our factories. Our whole society has become more 

IS Peter S. Drucker, *‘The Employee Society,” American Journal of Sociology, Vol. 
LVIII, No. 4 (January, 1953), pp. 358 et seq. 
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interdependent and therefore more subject to disruption by the frictions 
which inevitably develop in our complex modern industrial system. This 
interdependence and the magnitude of the damage which can be wrought 
by the clash of big business and big unions has led many persons to turn 
to government regulation as the panacea for our problems. The scope of 
governmental regulation of labor relations and the role of government 
as an arbiter in this field will be discussed at a later point in this book. 
Suffice it to say that government control, whether it be effective or not, is 
a dangerous cure. It is no coincidence that in the countries behind the 
Iron Curtain, labor is controlled by the government, and employees have 
lost the right to strike. Free unions and free management are a bulwark 
of our democratic system. Government in a democracy may have to pre- 
scribe the "rules of the game,” but it is important that the decisions in 
union-management controversies be made through free collective bar- 
gaining without dictation by government bureaucracy if our freedom to 
act and to choose is to be preserved. 

ORGANIZED LABOR AND LABOR PROBLEMS 

While much of the theoretical discussion in later chapters of this 
book concerning the labor market, supply and demand, and related con- 
siderations is applicable to the labor force as a whole, our major em- 
phasis will be upon organized labor and the problems which arise between 
unions and management in the collective bargaining process. The reason 
for this emphasis is clear. While only about one out of every four work- 
ers is a member of a union, nevertheless union actions and union policies 
affect the working of the entire labor market. We have already noted that 
a relatively few large corporations control the bulk of our industrial as- 
sets and employ the majority of our workers. For the most part, these 
giants of industry are unionized. As a consequence, agreements reached 
by management and union representatives in these companies profoundly 
affect production, income, prices, and employment — in other words, the 
economic welfare of all our people. Moreover, because of leader-follower 
relations (which we shall discuss in a subsequent chapter) , developments 
in unionized firms— whether they be wage increases, pension plans, paid 
vacations, or what have you — are taken up and copied by nonunion firms 
all over the country. 

There would undoubtedly be labor problems without unions. For 
example, we experienced strikes, large wage increases, and a wage-price 
inflation in 1919 when unions were weak and industry was largely un- 
organized. But the fact remains that in our economy today the labor prob- 
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lems that make the headlines and which require our study are primarily 
problems in which unions play a key role. We shall, therefore, begin our 
study of labor problems by reviewing the history and development of or- 
ganized labor in this country so as to better understand the motivations, 
objectives, and policies of organized labor. 

QUESTIONS FOR DISCUSSION 

1. Discuss the growth of the labor force in the United States since the beginning of 
this century. What changes has it undergone } What conditions brought about 
these changes? How do you think the composition of the labor force and its 
size relative to population will be affected in the next 50 years? Why? 

2. Consider how psychology, sociology, and other social sciences could contribute 
to the understanding of the following current labor problems: strikes, shorter 
hours, and discrimination in employment. 

3. Karl Marx predicted that the growth of capitalism produces an industrial 
proletariat, squeezes out the small businessman and shopkeeper, and therefore 
sets the stage for communist revolution. To what extent has the development of 
capitalism in the United States differed from this prediction ? 
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HISTORY OF THE AMERICAN 
LABOR MOVEMENT 


To an extent greater than labor unions in other countries, 
organized labor in America has retained confidence in economic action 
as a means of securing its ends. At a time when British trade-unionists 
have concentrated on electing labor governments, and when many Euro- 
pean labor movements have become instruments of Communist Party 
power politics, American unions continue to stress the practical, less spec- 
tacular job of securing better wages and working conditions for their 
members within the framework of a free economy and a democratic 
government. 

That does not mean that American unions are less dynamic than 
their European counterparts. In its struggle for ‘'more, always more,” 
American labor has given no quarter where no quarter was asked. Once 
bitterly opposed by business, American labor has fought back in kind, 
whether on the picket line or in the courts. But the fight, however bitter, 
and the bloodshed, however great, have been over the economic issues 
of union recognition, wages, hours, and other conditions of employment. 
To the radical, bewitched by the Socialist literature of nineteenth century 
Europe^ which paints trade-unionism as the advance guard of revolution, 
American trade-unionism is incomprehensible. 

Likewise, the fact that American unions have not been concerned 
with seizing the instruments of production or altering the forms of gov- 
ernment does not mean that their activities do not bring about radical 
changes in methods of work or control of jobs; nor does it mean that the 
interests, aims, and policies of labor often do not run counter to those of 
other groups. Moreover, profound change has occurred as a result of the 
activities of American unions. Today, they affect in one way or another 
the allocation of economic resources, the sharing of the product of in- 
dustry, political attitudes and alignments, employment and unemploy- 
ment, legal rights and duties, material status, business stability, techriicaL 
progress and the rate of innovation in industry, and the policies and atti- • 
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tudes of government of all levels. Obviously, economic analysis must con- 
cern itself with union policy and practice if such analysis is to present a 
realistic picture of the modern business world. 

THE CONDITIONS OF ORGANIZATION 

Despite differences, all labor movements have certain common char- 
acteristics. Labor movements arise initially out of the separation of the 
worker from his tools. When a man becomes an employee instead of a 
self-employed person, he loses control over the terms and conditions of 
his employment. With the development of a factory system of labor and 
a concentration of ownership employing large numbers of workers, the 
individual finds his influence over working conditions steadily lessened. 
Under such conditions the worker quite naturally seeks increased bar- 
gaining power by joining with his fellow employees to make common 
demands on employers. 

Looked at another way, we may say that workers tend to show in- 
terest in organizing unions when they feel that their immediate oppor- 
tunities for advancement in the organizational heirarchy to the employer 
class are limited. The acceptance of unionism by a worker in a society like 
ours, with its relatively fluid class lines, does not mean that the worker 
will reject future opportunities to rise above the working group. It merely 
means that the worker believes that his present economic situation will be 
best served by union activity. 

A fundamental condition for the existence of trade-unionism every- 
where is the existence of civil liberties. Freedom of speech, press, and 
assembly must exist or be secured before unions can be organized and 
operated as free entities. The so-called "unions” which operate in dicta- 
torial or totalitarian countries are, in fact, organs of the state, controlled 
and operated by the state, and lacking in power to act except to transmit 
state orders. We shall be concerned with unions in the traditional sense: 
organizations of workers which function primarily as the agent of em- 
ployees in collective bargaining with employers or management over the 
terms and conditions of employment. Such unions may engage in a variety 
of supplementary activities. The essential point is their primary interest 
in collective bargaining and their freedom, subject to some legal limita- 
tions, to act unrestricted by state control or domination. 

Once the initial conditions are met, labor organizations emerge 
among employees who have strategic market or technological positions. 
They have bargaining power which the employer must respect. They are 
workers possessing a hard-to-replace skill, e.g., toolmakers; or those lo- 
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Gated at critical spots, e.g., teamsters or longshoremen. They may form 
a union solely of their own, or they may find it necessary or wise to bring 
in their less strategically located fellow employees. In any case, they are 
the essentials of unionization. 

The speed with which a labor movement organizes is a product of 
economic and political conditions. American labor unions have made their 
greatest gains in periods of rising prices and labor shortages (1863-72, 
1896-1904, 1917-20, and 1941-45) and in periods of political unrest 
(1827-36, 1881-86, and 1933-37). When prices were rising and labor 
was in short demand, union growth occurred because it enabled "wage 
earners to increase their wages to an extent more closely approximating 
the rise in prices. The individual worker joined unions to push up his 
wages; the tightness in the labor market and the general level of profits 
enabled the union to get results.”^ 

On the other hand, union growth during periods of political unrest 
has additional connotations, for it represents worker dissatisfaction with 
the economic system. In such periods, radical tendencies in unions become 
more prominent. Then failure of unions to achieve results along tradi- 
tional lines can afford the opportunity for radicals to convert unions into 
instruments to push basic changes in the economic system. 

THE AMERICAN ENVIRONMENT 

If, however, the conditions of union organization and growth are 
similar in various lands, the environment is not; and it is the uniqueness 
of the American scene which has made American labor unions unique. 
America was settled by a wide variety of races and nationalities who 
inhabit a wide area rich in natural resources. The results have been an 
unparalleled high standard of living for the masses, great opportunities 
for individual advancement, a huge market for industry’s products, an 
abundance of living space, racial and national rivalries, and relative free- 
dom from legal restraint on business and labor. The effect on the Ameri- 
can labor movement has been profound. 

Class Fluidify 

A fundamental characteristic of the American scene has been the 
comparative fluidity of classes. Penniless immigrants arriving in the 
United States have seen their sons become business executives, labor lead- 
ers, statesmen. In America, one is not born in a status. Although romantic 

1 J. T. Dunlop, ’’The Development of Labor Organization,” in R. A. Lester and J. 
Shister (eds.), Insights into Labor Issues (New York: Macmillan Co., 1948), pp. 190-91. 
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"America First” writers have tended to overestimate actualities, the fact 
does remain that this has been and is the land of opportunity. Since class 
lines are not hard and fast, workers have been able to advance as in- 
dividuals. American workers have, therefore, been less interested in trade- 
union organization. Indeed, it was not until the great depression of the 
1930’s that large numbers of workers decided that they needed unions 
at all. 

America’s loose class lines have not only hindered union develop- 
ment but have shaped unionism as well. In being interested primarily in 
improving labor’s conditions within the capitalistic system, American 
unions reflect their members’ basic belief that this is still the land of 
opportunity. 

Resources and Land 

The rich resources of America have, of course, aided in preventing 
the rise of hard class barriers by providing the opportunities for advance- 
ment. Moreover, the traditional "rugged individualism” of American 
employers stems from the same sources. In labor relations, employer "in- 
dividualism” has featured opposition to government or union "interfer- 
ence” in the operation of business and the refusal to recognize unions of 
employees or collective bargaining until compelled by law. Needless to 
say, employer opposition seriously retarded the growth of unions, and 
today it still conditions attitudes in collective bargaining. 

One of America’s great resources has been abundance of land. The 
westward migrations drained oflf potential city proletariat. Although early 
writers perhaps overestimated the effect of free land, there can be no 
doubt that many workers went West to seek individual fortunes instead 
of remaining in the East and joining unions to seek group advancement. 

Wide Markets 

The size of the American market has been an important factor con- 
tributing to the growth of American unions. To protect the workers under 
its jurisdiction, a union cannot raise the price of labor too far beyond that 
which competitors of the company are paying. To put the matter in an- 
other way, a union must organize the length and breadth of the market. 
If the union fails to do this, nonunion plants, by paying lower wages, may 
take business away from the union plants and thus imperil the jobs of the 
union workers. In the 1830’s a union did not have to organize much more 
than a city-wide market. Poor transportation made the city relatively im- 
mune from competition of other areas. Today, however, the market is 
more likely to be country-wide. The failure, for example, of unions to 
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organize the South places a limit on the wages they can win in the North. 
A union, therefore, must often become a national union of tremendous 
size in order to be a successful union in a national market. 

The development of the national market not only stimulated na- 
tional labor organization but paradoxically made that organization more 
difficult. In order to preserve the wage scale of unionized shops, unions 
usually must organize competitor shops. With a continental market, how- 
ever, nonunion competitors can be a thousand miles apart. The resources 
which American unions require in order to organize an industry are thus 
very great, and their task more difficult as a result. 

Moreover, the large American market permitted the breaking down 
of jobs into small specialized units of the mass-production process. Thou- 
sands of workers are employed in unskilled or semiskilled jobs, their ef- 
forts combining to perform a task done in smaller countries by a single 
skilled worker. Since the semiskilled and unskilled are easier to replace 
than the skilled, the bargaining power of labor was correspondingly re- 
duced, and the ability of unions to compel a reluctant management to 
recognize their existence was considerably lessened. 

Heterogeneous Population 

Another factor hindering the development of labor organization 
has already been noted in Chapter 1 — the many races and nationalities 
without common heritage, with rivalries, suspicions, and often without 
obvious mutuality of interests. Such heterogeneity presents a labor force 
which is much more difficult to weld into a labor movement than one in 
which the labor force is homogeneous in ethnic background and composi- 
tion. To the natural suspicions has been added the tendency of American 
employers to play up these differences in order to prevent unionization. 
The policy of many factories in employing a * 'judicious mixture’' of ethnic 
groups, or the practice of substituting a new wave of immigrants when 
an older wave showed signs of becoming restive with the status quo, kept 
these rivalries alive and made the task of the union organizer all the more 
difficult. 

Social and Legal Background 

Also, as stated in Chapter 1, the legal and social system in the United 
States, itself a result of the environmental factors of the American scene, 
has strongly conditioned American labor. The strong support of private 
property among the masses, the high esteem of businessmen in the popu- 
lation as a whole, and the consequent unpopularity among the dominant 
middle class of trade-unionism, which is often pictured as "antibusiness,” 
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have all helped to make the American labor movement difficult to build 
and antisocialistic (pro-private property) in order to exist. 

THE BEGINNINGS, 1790-1825" 

Records o£ local labor unions and of strikes antedate the Revolu- 
tionary War, but labor organizations in colonial times were very short- 
lived. Commencing in the 1790’s, however, came the first-known unions 
which survived for a number of years — shoemakers, carpenters, printers, 
bakers, and tailors formed organizations of their crafts. Sometimes or- 
ganization was defensive against the merchant-capitalist, a new function- 
ary who bought and sold in large quantities over wide areas and therefore 
broadened the scope of competition. This often either compelled master 
craftsmen to discontinue independent work and hire out as journeymen 
or else forced the master to reduce the wages of his journeymen. On 
other occasions, organization was spurred by the shortage of skilled labor 
and the desires of craftsmen to take advantage of the demand for their 
services. 

These early unions were composed entirely of skilled or strategically 
located (teamsters, longshoremen) workers. In fact, throughout history, 
this group has always been the first to organize. Those who by reason of 
skill or strategic location can exert pressure or inflict a loss by withdraw- 
ing their services, possess the ability to secure employer recognition long 
before their less favorably placed fellow workers. 

Early unions did not engage in collective bargaining as we know 
it today. Customarily, the union "posted its prices,” i.e., announced the 
wages and working conditions for which its members would work. If the 
employer refused to agree, a strike would ensue, and perhaps a compro- 
mise would be worked out. Only slowly did the custom develop of joint 
employer-employee conferences at which bargaining occurred prior to 
direct union action. Even in the later part of the nineteenth century when 
collective bargaining as we know it today was well under way, unilateral 
union posting of wage schedules was not uncommon. 

The Conspiracy Doctrine 

Early unions were not received with complacency by employers. The 

2 Although the authors accept full responsibility for interpretations, they have frankly 
based the historical section on secondary sources, including the pioneer works of John R 
Commons and his associates. R. F. Hoxie, and Norman J. Ware, but especially on the ad- 
mirable synthesis of Professor Royal E. Montgomery— H. A. Millis and R. E. Montgomery, 
Organized Labor (New York; McGraw-Hill Book Co., Inc., 1945), pp. 1-242. The lack of 
detailed documentation is for reader convenience and is not intended to understress our great 
debt to these authors. 
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latter found a firm ally in the judiciary, which throughout the nineteenth 
century stood firmly with the well-to-do class from which its members 
were recruited. The ancient doctrine of conspiracy was brought out and 
applied to "labor combinations in restraint of trade/' Although "there 
was nothing unlawful in combination itself, nothing unlawful in an in- 
dividual’s refusal to work, and nothing unlawful in a workman’s desire 
to obtain better standards of employment,”^ the early judges found it 
all added up to a conspiracy. Thus in the famous Philadelphia Cord- 
wainers’ case,”^ the learned judge declared: "A combination of workmen 
to raise their wages may be considered in a two-fold point of view: one 
is to benefit themselves . . . the other is to injure those who do not join 
the [combination]. . . . The rule of law condemns both. ...” Hence the 
workers were jailed and fined. 

The judges were reasoning from their socioeconomic point of view. 
They regarded unions as a threat to the status quo of society of which 
they were a part. As time wore on, however, more reasoned justice as- 
serted itself. It was thus not surprising that in 1842 the Massachusetts 
Supreme Court dealt the criminal conspiracy doctrine a mortal blow by 
ruling in effect that the legality of a strike depended upon the end sought,. 
and that mere purpose of requiring all workers to join a union (closed 
shop) was not per se illegal.^ 


CITY-WIDE MOVEMENTS, 1825-37 

Andrew Jackson rode into the presidency on a wave of agrarian and 
urban revolt against that era’s prevailing economic and political inequali- 
ties between different classes. Most rankling to the urban wage earner was 
the length of the workday (sunup to sundown), imprisonment for debt, 
compulsory militia service from which the rich could buy excuse, absence 
of mechanics’ lien laws to protect workers in case of employer bankruptcy, 
property qualifications for voting, and lack of free educational system. 

Workers in New York, Philadelphia, and other seaboard centers 
attempted to cope with these problems through their unions. The battle 
was fought both by direct economic action and by political action. The 
former technique was utilized to improve wages and working conditions, 
especially by reducing hours to a straight ten per day. 

3 C. O. Gregory, Labor and the Law (New York: W. W. Norton & Co., Inc., 1946), 

p. 19. 

^ An 1806 case. Cordwainers were shoemakers, originaliy those who worked on cordo- 
van leather. 

^ Commonwealth v. Hunt, Mass (1842), 4 Metcalf 111. 
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Politics and Federation 

It was in the political field, however, that the unions of this period 
made their most spectacular efforts. Workingmen’s parties were formed 
in New York, Philadelphia, and other centers; and, particularly in the 
two largest cities, they held the balance of power between the Federalists 
and the Democrats for several years. One congressman, Ely Moore, was 
elected by the workingmen’s party in New York. In addition, a number 
of state and city officials were elected by that party in the New York 
and Philadelphia areas. More important, however, was the effect on the 
Democrats. Anxious to secure the workers’ votes. New York’s Tammany 
Hall adopted the basic workers’ program — free public education, uni- 
versal suffrage, and mechanics’ lien laws were adopted or strengthened, 
and compulsory militia service for poor only commenced to disappear. By 
1834 the workingmen’s parties had folded, but their imprint remained. 

There were some attempts at federation during this period. The 
local unions in the cities formed central trades organizations to co-ordi- 
nate their activities, and some attempts were made to consolidate them 
into a national organization. A National Trades Union was formed in 
1834, but it lasted less than 5 years. It did successfully agitate for the 
establishment of the 10-hour day in government employment. The work- 
ers’ problems were primarily local, however, and they were unwilling to 
cede authority to a national body. The same factor hindered the estab- 
lishment of national craft unions, although at least five crafts attempted 
to form national unions in the 1830’s. 

A feature of the labor movement in these early years was the promi- 
nent role played by intellectuals. Robert Dale Owen, son of the English 
industrialist-philanthropist; Frances Wright, our first women’s suffragist; 
and the brilliant pamphleteer, Thomas Skidmore, all left their imprint on 
the labor movement, and all saw their programs promoted at one time 
or another by the unions. As the unions grew, however, a gulf between 
the practical needs of workers and the Utopian dreams of reformers de- 
veloped. 

In 1834 the intellectuals’ hopes received a substantial setback when 
the unions squelched the attempts of the intelligentsia to turn the Na- 
tional Trades Union primarily into a political convention. In 1837 the 
financial panic and ensuing depression wiped out almost every form of 
union then existing. Never again did the labor movement accept without 
question or qualification the intellectuals’ pronouncements as to labor’s 
rnanifest destiny. Nor should this be surprising. For throughout history 
the intellectual who attaches himself to the labor movement has all too 
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often attempted to convert unions into either likenesses of his idealism 
or vehicles for his reformist dreams, whereas union members and leaders 
are primarily interested in the more prosaic, but necessary, day-to-day 
business of improving wages and working conditions. 


REFORMISM AND CO-OPERATION TO NATIONAL 
ORGANIZATION, 1840-67 

The depression which began in 1837 was one of the severest in 
American history. The ranks of unions thinned out and disappeared in 
the face of mass unemployment. The experience and records of 20 years 
were lost, and the labor movement had to start anew. The decade of the 
1840’s saw the formation of many new unions, but too frequently their 
interests were diverted toward reformist programs which were often more 
well-meaning than practical. The spokesmen of various brands of social- 
ism, land reform, consumer and producer co-operation, farmer-labor par- 
ties or political action, the 8-hour day, and free land all attempted to win 
labor’s support. 

Adherents of co-operation were especially prominent in this era. 
The thesis that labor’s problems can be solved by placing the ownership 
of the means of production into the hands of the worker and then having 
the worker take his share in profits has always had a great appeal to re- 
formers of every era. But in the 1840’s, as before and later, attempts at 
co-operation ran into difficulties. Workers found that it takes more than 
work to run a business. There are problems of organization, problems of 
sales, problems of finance, among others. A skilled craftsman is not neces- 
sarily an organization man, a salesman, or a financier. Budding co-opera- 
tives too often lacked these technical necessities. 

More important, however, the co-operative movement could not de- 
liver enough to the worker '"here and now” to gain support for survival. 
Often the co-operative could not supply better conditions of employment 
than the capitalist, and all too frequently the co-operative could not even 
produce the goods as cheaply. Consequently, it was the practical trade- 
unionist who won out. He alone could deliver something more substantial 
than the promised millennium to cope with the problems of wage earn- 
ers — problems made more severe by the commencement of the * 'American 
Industrial Revolution.” For it was about 1840 that the use of anthracite 
coal stimulated the rise of the steel industry; that railroad development 
began; and that increased industrialization and urbanization went for- 
ward rapidly. This decade also saw rapid increases in population, wealth. 
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and prices, and a consequent increased demarcation between the property 
holders and the propertyless. 

Unionism of this time was confined to the skilled, but it was vigor- 
ous and firmly rooted. Beginning in 1852 with the founding of the In- 
ternational Typographical Union,® during the following two decades at 
least a dozen organizations were formed which survive to this day. The 
Civil War, separating North from South, and dislocating industry and 
the economy, at first seriously set back the new unions; later, however, 
by creating a shortage of labor and stimulating industry, it fed union 
growth. By 1867 the union movement was ready for a serious attempt at 
national federation. The result was the National Labor Union, founded 
in that year. 

Knowing nothing of the early struggles of labor for freedom from 
political domination, and beset by the problems of rapid post-Civil War 
industrialization, the union founders of the National Labor Union per- 
mitted political as well as labor organizations to affiliate. When, more- 
over, the organization’s propaganda led to the adoption of the 8-hour 
day in federal employment within 1 year, a naive faith in political action, 
often since reiterated, developed. Other panaceas or reform objectives, 
however, failed of attainment. States did not, as hoped, pass 8-hour laws; 
producer co-operation or worker ownership of industry failed to ma- 
terialize; and "cheap money” or the Greenback movement brought no 
success to worker aspirations. Slowly, the unions dropped out, and the 
National Labor Union became purely political, until in 1872 it became 
defunct. 

THE KNIGHTS OF LABOR 

Even before the National Labor Union was engulfed by politics, 
seven tailors met in Philadelphia determined to found an organization 
which would transcend the narrow limits of craft unionism and unite all 
workers under one banner, regardless of race, sex, nationality, or creed. 
Thus was created the Noble Order of the Knights of Labor, which as a 
secret society spread slowdy through industrialized Pennsylvania. 

Gradually, the secrecy became a liability. Secret organizations were 
in ill-repute in Pennsylvania as a result of the activities of the Molly 
Maguires, a terroristic group which attempted to achieve social justice by 
murdering company officials. The Molly’s were uncovered by a Pinker- 
ton^detective, who managed to become a Molly official and thus achieve 
fame as the first in a long line of labor spies. Several Molly officials were 

® Unions are called "International" in the United States because they have locals in 
Canada. 
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hanged for murder, but a question remains as to whether the real culprits 
were punished. 

The Knights’ secrecy was formally abolished in 1879 when Terence 
V. Powderly became the ‘'Grand Master Workman.” He insisted that 
this be done so that the official approval of the Catholic Church could be 
secured for the new organization. Thereafter the Knights grew rapidly. 

The Knights of Labor was an interesting cross between a union and 
an uplift society. It attempted to weld together all elements of the work- 
ing classes, and to do so it permitted craft unions to affiliate directly 
with its “general assembly” (national organization) and also organized 
“mixed assemblies,” i.e., local organizations composed of a variety of 
workers organized on either an industrial or a heterogeneous basis.'^ Its 
program stressed political reform and was closely allied with the agrarian 
revolt of this period which is known as the “Great Upheaval.” T. V. 
Powderly, for many years leader of the Knights, was a kindly, friendly 
Irishman who had a keen sense of social justice, a yearning for a bet- 
ter life, and firm belief in the common virtues and the American sys- 
tem of private property. Some of his allies, however, were more radical, 
and they gave the Knights its tone; for local autonomy ruled under the 
Knights’ bylaws. This fact, coupled with the lack of experience of the 
membership, was a big factor in the rapid rise and fall of the organization. 

The Knights of Labor reached its apex in 1886 after a strike on 
the Wabash, Missouri-Kansas-Texas, and Missouri Pacific railroads had 
forced Jay Gould, the financier who controlled these railroads, to grant 
recognition. From 100,000 the previous year, the Knights’ membership 
rose to 700,000. Members came in so fast that it was necessary for the 
central office to suspend organizing to assure that no lawyers, bankers, 
gamblers, liquor dealers, or Pinkerton detectives, the only barred groups, 
would join the Knights. 

The decline of the Knights was as rapid as its ascent. Losses in a 
number of strikes, including defeat in a second Missouri Pacific walk- 
out, and the separation of the skilled men into a rival organization, later 
known as the American Federation of Labor, turned the tide. In 1888 
the Knights claimed only 222,000 members; in 1890, 100,000; and in 
1893, but 75,000. From then till their oflEicial dissolution 20 years later, 
their central office was engaged primarily in reform propaganda, often 
allied with the agrarian greenback and populist parties. 

An industrial union includes all workers in a plant, industry, or industries regardless 
of craft or trade; whereas a craft union includes workers of one craft or trade regardless of the 
plant or industry in which they are employed. Heterogeneous unions are those which take 
membership on any basis. 
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The structure and program of the Knights was ill-suited to the job 
of running a labor organization. Local organizations, known as "Assem- 
blies/’ often took in all comers, regardless of job or place of employment. 
The assumption was that all workers had the same interest, and on this 
assumption the leadership of the Knights spent much of their energy, 
enthusiasm, and financial resources promoting producer co-operation and 
such various monetary proposals such as Greenbackism and Bryan’s free- 
silver program. Meanwhile, day-to-day needs of wages and working con- 
ditions, and especially organization building, were neglected. 

The conflict between broad, long-range objectives and immediate 
problems was accentuated by conflicts between local and national officers. 
Being on the firing line the local officers were more interested in the im- 
mediate; they wanted the Knights to concentrate on immediate objec- 
tives. Moreover, whereas the national officers of the Knights were quite 
hesitant to call (if not actually fearful of) strikes, some important local 
officials were quite quick on the strike trigger. In a number of cases, con- 
flicting orders and actions resulting from conflicts between local and na- 
tional officers helped to lose strikes and to alienate members. 

The membership of the Knights was very unstable. It was composed 
mainly of unskilled workers who flocked in and out so fast that it was 
once described as a "procession instead of an organization.” These work- 
ers, being totally inexperienced in unionism, were great strikers but poor 
union members. Eager to join in a strike, the inexperienced masses dis- 
appeared from the organization as soon as a conflict was finished. Some 
flocked in when the Knights won a strike; more were scared away when 
a strike was lost. At first the skilled craftsmen and their unions were at- 
tracted to the Knights; but the ineffectiveness of the Knights in the day- 
to-day bread-and-butter unionism led the craftsmen to bow out and seek 
an organization suited to their special needs and ambitions. 

THE RISE OF THE AMERICAN FEDERATION OF LABOR 

While the Knights of Labor was achieving its great boom, a group 
of trade-union leaders met in 1881 and formed what was first called the 
Federation of Organized Trades and Labor Unions and then, after 1886, 
the American Federation of Labor ( AFL) . Led by Samuel Gompers and 
Adolph Strasser of the Cigarmakers International Union, this group was 
composed primarily of representatives of the skilled trades who not only 
did not desire to be submerged in the mass movement of the Knights of 
Labor but who feared that the net result of the Knights’ activities would 
be the destruction of trade-unionism as they conceived it. These trade- 
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unionists felt that the mass movement of the Knights of Labor was 
doomed to failure; that trade-unionism could best succeed if confined to 
those who were able to organize themselves, in other words, to skilled or 
strategically located groups; and that trade-unionism should confine itself 
to the immediate issues of improving workers’ wages and working con- 
ditions rather than to work for a Socialist Utopia, or to get entangled 
with other political movements or **uplift” campaigns. 

The philosophy of the AFL leaders was thus a pragmatic one, 
grounded firmly in the principles of American capitalism. They were out 
to improve the conditions of those whom they represented, and they rep- 
resented the skilled workers or workers who, because of their strategic 
location, had bargaining power sufficient to command employer recogni- 
tion. To the great mass of workers they said in effect: "'Organizing will 
help you, but until you are ready for organization, we can best aid you 
by pulling up our wages and thus indirectly influencing yours to rise 
also.” 

Samuel Gompers 

Samuel Gompers and his fellow founders of the AFL did not come 
to their conclusions concerning the type of labor movement that could 
prosper in America without patient study and experience. Gompers was a 
self-educated man. The son of Dutch-Jewish immigrants, he was brought 
to this country as a child, and as a youngster he went to work in the slum 
tenement cigar factories in New York. Early in his working career he 
became acquainted with the German Socialists, mainly refugees from the 
unsuccessful European revolution of 1848. Through them he became fa- 
miliar with the writings of Marx and the other literature of socialism. 
Often the cigarmakers worked in groups of ten or fifteen with one of the 
workers spending the entire day reading to the rest and the other workers 
making up his wages out of their own. At the same time, Gompers took 
an active role in the developing Cigarmakers’ Union, and thus he ac- 
quired the practical experience of trade-unionists. 

Although sympathetic with the aims of socialism, Gompers and his 
fellow trade-unionists were thoroughly convinced that a labor movement 
founded as an arm of the Socialist Party, or even espousing Socialist prin- 
ciples, could not survive in America. Gompers saw clearly that any organ- 
ization which made a frontal attack on private property would alienate 
the dominant American middle classes and would find little support even 
amongst employees, who were less class conscious and more interested in 
getting ahead as individuals than any of the European Socialists had been 
able to comprehend. Accordingly, the program of the American Federa- 
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tion of Labor was geared to the requirements of the American scene. It 
succeeded where other movements had failed. 

During the first years of the AFL, growth was slow but steady. As 
the Knights of Labor declined, the Federation forged ahead. Socialists 
made attempts to convert the AFL into an appendage of their organiza- 
tion. In one year, 1894, they did succeed in defeating Gompers for the 
presidency. They were unable, however, to place their man at the helm 
for more than one year, and Gompers was returned to ofiice which he 
held every year thereafter until he died in 1924. Later the Socialists 
changed their program and attempted to form a rival organization known 
as the Socialist Trade and Labor Alliance. This organization failed, how- 
ever, to gain a mass following, consisting mainly of hard-working pam- 
phleteers and rigid doctrinarians in New York City. 

In order to insure control of the AFL by national unions, Gompers 
was careful to reject affiliation offers by political groups. The constitution 
of the AFL maintained the national unions as autonomous organizations 
each with exclusive jurisdictional rights in its territories. An executive 
committee, composed at various times of five to fifteen persons, elected 
from affiliated national unions, plus a full-time president and secretary, 
governed the Federation between annual conventions. Representation in 
the AFL conventions was based on dues-paying membership. A combina- 
tion of a few larger unions could thus control the AFL. The president’s 
office had little authority. By leadership, force of personality, and an as- 
tute sense of politics, Gompers gave the AFL presidency vitality and 
power until his later and less vigorous years. 

AFL Philosophy 

The American Federation of Labor, as the true counterpart of Amer- 
ican capitalism, has traditionally opposed government intervention in in- 
dustrial relations matters. Samuel Gompers and business exponents of 
laissez fake were one in their belief that the government should confine 
its role in labor relations to policing and the maintenance of order and 
should not interfere in industrial relations matters or in the internal af- 
fairs of labor or business. Thus, Gompers opposed government interven- 
tion in labor disputes even to the extent of opposing government facilities 
for mediation and voluntary arbitration,® foreseeing that such interven- 
tion might lead to compulsory arbitration. Moreover, he wanted no part 

^ Mediation or conciliation is the process whereby a third party attempts to secure 
settlement by persuasion and compromise. Arbitration involves the use of a third party to 
decide a dispute. 
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of government assistance in union organization. He did not think the 
government should outlaw discrimination against workers because of 
union membership, believing that such government aid would lead to 
government control.® 

In social welfare matters, Gompers was likewise opposed to gov- 
ernment intervention. No less than businessmen, he was against a govern- 
ment minimum wage for men and against government unemployment 
insurance and other forms of governmental social security. He believed 
that such welfare programs would weaken democracy by making citizens 
too dependent upon the state; that a minimum wage would tend to be- 
come a maximum and thus limit union action; and that minimum wages, 
unemployment insurance, and other social security measures could best 
be provided by the workers themselves through trade-unions. The only 
exception to this rule, he felt, was maximum hours and minimum wage 
legislation for women and children, and for government employees. 
These groups had little bargaining power and were therefore, he felt, in 
need of special government protection. 

The Injunction and the Yellow-Dog Contract 

Of all the forms of government intervention, few have been re- 
sented by the labor as bitterly as the 'injunction.'' The injunction became 
prominent in labor disputes in the latter half of the nineteenth century. 
It was carried over into labor relations from the common law where it 
was devised to grant continuing relief where damages would not suffice 
to remedy a continuing harm. For example, if a farmer who depended 
upon a brook for water observed his neighbor upstream damming up 
that brook, he might, under certain conditions, go to court, present a bill 
to a judge, and, without prior notice to the neighbor, secure a temporary 
injunction requiring him to cease work on the dam, to maintain the status 
quo, and to appear in court in a given period, usually a week or 10 days, 
to show cause why the injunction should not be made permanent. At the 
hearing both parties then would have the right to plead before the judge 
as to what his course of action should be. The judge would then render an 
opinion, either dissolving the injunction or making it permanent. In any 
case, any party who fails to comply with an injunction, whether tempo- 
rary or permanent, is in contempt of court and subject to penalties which 
the judge may impose without trial by jury. 

Employers soon saw in the injunction an ideal weapon to curb the 

^ That this was no idle fear is evident. Twelve years after the pro-union Wagner Act 
was passed, Congress enacted the Taft-Hartley law, which has definite union-control features. 
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activities of labor unions. An employer who felt that a strike was impend- 
ing could scurry to a judge with a complaint and rather easily secure an 
injunction requiring the union to stay any action on the grounds that grave 
damages would befall the employer. In the intervening time the employer 
could fire union members and otherwise undermine the organization so 
that by the time the hearing was held the question whether the injunction 
was to be made permanent or to be dissolved was irrelevant. Judges some- 
times showed a ready disposition to grant injunctions on the flimsiest 
requests. 

To supplement the injunction, a legal technique was developed 
which was soon termed by organized labor, and is now known generally, 
as the "yellow-dog contract.” This is an agreement between an employer 
and a worker whereby as a condition of employment the worker agrees 
not to join the union. Unionists maintained that this was not a legal con- 
tract since the worker was coerced into signing it. The courts of New 
York State upheld this contention by refusing to enforce it, but the fed- 
eral courts and those in most other states maintained that the mere fact 
of inequality of bargaining power did not necessarily render a contract 
unenforceable. Thus, if an employer had signed up his workers to yellow- 
dog contracts, he might get an injunction requiring the union organizer 
to cease attempting to induce the employees to break their legal contracts ! 
This was truly an effective antiunion device. 

The climax of government by judiciary came when the Supreme 
Court ruled that the Sherman Antitrust law, enacted in 1890 to curb cases 
of business combination, was applicable also to labor combinations and 
that employees who had instituted a nation-wide boycott against a hat 
manufacturer could be successfully sued for the treble damages provided 
in the law. 

This was the background which led to the 40-year AFL campaign 
to end government by judiciary and to neutralize the courts. Gompers 
appealed to Congress to take action in this regard. He argued that he was 
not abandoning the principle of neutral government or "voluntarism” 
but rather that he was asking Congress to implement it; for the courts in 
his opinion were firmly on the side of the employer. In 1914 when Con- 
gress passed the Clayton Act, which Gompers thought removed unions 
from the jurisdiction of the antitrust laws, he believed that he had won 
his aim; but the courts whittled away this law by interpretation. It was 
not until 1932 with the passage of the Norris-LaGuardia Act that the 
AFL’s great legislative drive achieved fruition — only to be partially an- 
nulled 15 years later with the passage of the Taft-Hartley Act of 1947. 
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Industrial Relations, 1 880— 1 91 4 

The years of the great upheaval were also years which saw the first 
attempts at modern collective bargaining. National agreements negoti- 
ated in the stove, glass, and pottery industries, the beginning of regional 
collective bargaining in the bituminous coal industry, a large number of 
agreements in the building and printing trades, all showed promise of a 
conciliatory tone in industrial relations between labor and management. 
Under the leadership of John Mitchell, president of the United Mine 
Workers and one-time Gompers "heir apparent,” the anthracite coal in- 
dustry was organized and a working agreement achieved after two long 
strikes and federal intervention in the form of a fact-finding commission 
had forced the hard-boiled operators to negotiate.^® 

In the 1890’s, also, industrialists and bankers under the leadership 
of Mark Hanna, President McKinley’s campaign manager and later a 
senator from Ohio, joined with Gompers and other AFL leaders in found- 
ing the National Civic Federation. This body sought agreement between 
labor and industry on broad principles, promoted collective bargaining 
contracts, and maintained voluntary machinery for mediation and arbi- 
tration of labor disputes. By promoting collective bargaining, the Civic 
Federation aided the immediate interests of the AFL. It frowned, how- 
ever, on aggressive unionism. Since the latter was needed to organize the 
unorganized, unskilled masses, the Civic Federation’s influence was more 
friendly to established unions than to union growth. 

If, however, the AFL has established a beachhead in industry 
through agreements and "class collaboration” in the Civic Federation, it 
found no warm welcome on industry’s shores. This was especially true 
in the new mass-production industries. Andrew Carnegie, rising genius 
of the steel industry, had at one time been anxious to deal with the Amal- 
gamated Association of Iron, Steel and Tin Workers. He reasoned that 
by encouraging the union, he would encourage stability of prices, and 
since he figured he could outsell his competitors if he held them to equal 
costs, he promoted unionism to promote sales. 

As Carnegie grew in the industry, however, his love for unionism 
declined. In 1889, he dealt the Amalgamated Association a terrific blow 
when he ousted it from his Homestead plant (near Pittsburgh, Pennsyl- 

ro Among them was George M. Baer, president of the Philadelphia and Reading Com- 
pany, who immortahaed himself with this statement: "The rights and interests of the labor- 
ing man will be protected and cared for not by labor agitators but by Christian men to whom 
God in his infinite wisdom has given control of the property interests of the country." 
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vania) in a bloody strike. The course of unionism in steel from then on 
was downward, and as steel went, so went unionism in mass production. 
The United States Steel Corporation, which was formed in 1901, prin- 
cipally by Carnegie and Morgan interests under the latter’s domination, 
refused to recognize the steel union, defeated it in its attempt to force 
recognition by a strike, and then gradually eliminated it from the plants 
where it had already been recognized. Mass-production industries which 
grew up between 1900 and 1933 followed the lead of the steel corpora- 
tion. Detroit, the automobile capital; Akron, the center of rubber prod- 
ucts; the Pittsburgh-Ohio Valley steel center; Chicago, the heart of the 
meat-packing combines; all kept unionism from their gates except for 
the briefest of periods during World War I, and other industries followed 
their lead. 

As their spokesman, the antiunion interests found the National As- 
sociation of Manufacturers an excellent crusader. Under the leadership 
of D. M. Parry and James Kirby, Jr., the NAM began an all-out attack 
on the "closed shop,” proclaiming the open shop the American way, if 
not God’s own way. To the NAM the open shop meant the elimination 
of trade-unionism. Between 1900 and 1914 the American Federation of 
Labor was on the defensive. It held its own in industries in which work- 
ers had strong bargaining power, such as building, printing, glass, stove 
foundries, and to some extent bituminous coal mining; and its member- 
ship increased to 2,000,000 by 1914. Nevertheless, it failed to keep pace 
with our growing industrial economy. Even in those industries such as 
glass, where it had a firm foothold, the AFL unions were confined largely 
to the skilled employees. Coal mining was one of the few union strong- 
holds among semiskilled and unskilled employees. 

The effect of the NAM drive was both swift and long-lasting. In 
1901 the National Metal Trades Association, which one year before had 
entered into a national agreement with the International Association of 
Machinists, broke off relations and continued its nonunion policy for 
nearly 40 years thereafter; in 1904 the National Founders’ Association 
broke off its relations with the International Molders Union; and in 1905 
the National Erectors Association and the Bridge and Structural Iron 
Workers Union broke off relations. The employer who maintained union 
relations was termed a "traitor to his class”; and the "moral duty” of 
the employer to defend the worker’s "right to work” was emphasized 
as the basic cause of the employer opposition to unions. 

The antiunion drive of the NAM and its allies served to give most 
of the new large corporations formed at the turn of the century the op- 
portunity to utilize labor without restraint from unions. The worker who 
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did not like his treatment, or who rebelled, could look elsewhere for a 
job; that was his only recourse against the power of the giant corporation. 
But perhaps more important from the long-run point of view is the fact 
that the all-out antiunion drive significantly, and it would appear perma- 
nently, affected unionism in the smaller communities and in the rural 
areas. Union membership in small communities was virtually liquidated. 
The antiunion temper of agricultural areas, still obvious 50 years later, 
was carefully nurtured and given direction by the open-shop propaganda 
of the early years of this century. 

Thus, at a time when employers in other democratic countries, e.g., 
England and Sweden, had decided to accept collective bargaining, the 
leaders of American industry declared war on a conservative, pro-capital- 
istic, pro-private property labor movement. The fruits of this war are 
with us to this day in the suspicion, belligerency, and lack of good faith 
which characterizes much of modern industrial relations. 

To be sure, many employers had good cause to reject unionism 
around 1900. The history of industrial relations provides many exam- 
ples of unions during 1880-1900 refusing to sign written agreements, 
adhering to **quickie*’ strikes, and placing restrictive rules on expanding 
industries. Industry, however, had the opportunity to work out an under- 
standing with the AFL, but the fight-unionism program of the National 
Association of Manufacturers prevailed over the co-operative program 
of the National Civic Federation. 

The /WW 

To American radicals at the turn of the century, the success of the 
antiunion crusade and the support which it elicited from the general pub- 
lic were evidence that ' 'narrow* ’ dollars-and-cents unionism of the AFL 
type could not succeed in working out a compromise with the capitalistic 
system. At the same time the failure of the AFL interest itself in the 
needs of the unskilled workers and the workers in such frontier indus- 
tries as metal mining and logging and lumber drove these groups to seek 
a solution of their problems outside the AFL*s orbit. The metal miners, 
who for a time had affiliated with the AFL, took their union, the Western 
Federation of Miners, out of the AFL in 1897. Lack of success in their 
own fierce labor struggles and an increased radical bent within the or- 
ganization and among its leaders led the Western Federation of Miners 
and its allies from the West to make common cause with eastern radicals 
and the Socialist Trade and Labor Alliance, and with representatives of 
various dissident AFL locals. In June, 1905, these groups launched the 
Industrial Workers of the World. 
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From the start, the IWW was rocked with dissension. The direct- 
action, nontheoretical westerners, who represented the only group with 
a sizable membership, soon split with the theoretical Socialists from the 
East; and by 1908 the latter were eliminated from the organization. From 
then on, the IWW was truly the representative of the unskilled masses, 
intervening in strike situations or leading strikes of harvest workers, 
logging and lumber mill employees, longshoremen, or wherever a labor 
upheaval occurred. The IWW befriended the newly arrived immigrant 
worker, carried on "free speech” campaigns where the right of speech 
and association was denied, and generally acted, often very effectively, as 
the champion of the underdog whom no one else would champion. 

The IWW was the champion of the unskilled, but it never built an 
organization for them. It would not sign agreements. Agreements to 
the IWW were a form of capitalistic enslavement. As an organization 
frankly dedicated to the overthrow of the capitalistic system, the IWW 
depended on mass action used directly and without restraint. The radi- 
calism of the IWW was straightforward and direct. It hid nothing and 
apologized to no one for its anticapitalistic views. 

The bloody battles of the IWW, the attempts to suppress it, the 
denial of civil liberties, and the reply of the IWW to force in kind have 
been told in numerous places and need not be repeated here. Of major 
importance, however, is the fact that the IWW never built a trade-union 
movement as such. Its organizers were agitators who either stirred up 
trouble or took charge of trouble when it broke out. They often per- 
formed yeoman service in securing better wages, hours, and working 
conditions in particular situations. Once, however, their initial objectives 
were secured or lost, the IWW leaders were off to another trouble spot 
leaving the local organization to wither away. The press built up the 
"wobblies” as a tremendous organization. Their strength was more care- 
fully appraised by a scholarly observer of the labor movement after he 
had witnessed their 1913 convention: 


The first significant fact revealed by this convention, and by the whole history 
of the IWW as well, is that this body, which claims as its mission the organization 
of the whole working class for the overthrow of capitalism, is pathetically weak in 
effective membership and has failed utterly in its efforts to attach to itself perma- 
nently a considerable body of men representative of any section of American 
workers.il 

11 R. F. Hoxie, Trade Unionism in the United States (New York: D. Appleton-Cen- 
tuiy-Crofts Co., Inc., 1924), p. 139. 
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IWW leaders energetically opposed the American entrance into 
World War I and preached sabotage to prevent it. As a result, many of 
the leaders were indicted, the organization proscribed, and what was left 
of the membership was pretty thoroughly broken up by the post-World 
War I red witch hunts of the then United States Attorney General, Palmer 
Mitchell, who hoped thus to scare his way into a presidential nomination. 

WORLD WAR I TO THE GREAT DEPRESSION 

The "'New Freedom'' of the Wilson administration promised or- 
ganized labor many gains. One of these was the Clayton Act to restrain 
labor injunctions, which Gompers hailed as the Magna Charta of labor 
only to find that the Supreme Court thought otherwise. As the war ap- 
proached, the Wilson administration became more and more solicitous 
of labor support. Gompers, who at first had demonstrated a vigorous 
antiwar philosophy, soon was preaching for Wilson preparedness. A 
threatened strike by the four railroad brotherhoods for an 8-hour day 
was averted when President Wilson secured the passage of the Adamson 
Act guaranteeing the 8-hour day without loss of pay from the previous 
10 hours to all operating employees of railroads (hence, not extending 
the benefits to the still unorganized nonoperating group) . As war neared, 
tripartite, public-labor-industry labor relations boards were established in 
critical industries, and the AFL was given official recognition as a repre- 
sentative of labor. In return, the Federation put aside voluntarism and co- 
operated thoroughly with government. 

When war finally broke out, President Wilson called together rep- 
resentatives of labor and industry; and they hammered out an agreement 
providing, among other things, the establishment of a tripartite National 
War Labor Board, an agreement guaranteeing the right of organization, 
and providing for a freeze on the closed-shop issue which stated that open 
shops were to remain open and closed shops closed for the duration Aided 
by the shortage of labor, the official recognition by government, and a 
truce with industry, organized labor's ranks shot up to 5,500,000, which 
proved to be the highest membership figure prior to 1935. 

World War I was followed by serious industrial strife. The nation 
had a coal strike in 1919 and an industry-wide steel strike (which was 
mainly a demand for the end of the 12-hour day in blast furnaces and for 
recognition of the union) . The strike was put down by the industry with 
considerable force after being portrayed as a **red menace" to the country. 
Serious stoppages also occurred in other industries such as meat packing. 
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with the result that similar to another postwar year, 1946, the year 1919 
was one of the costliest in terms of per capita days lost from work because 
of strikes. 

The year 1919 was also an inflationary year with prices soaring, 
which, of course, was one of the serious reasons for labor discontent. 
High prices continued into 1920 and then broke, and the country experi- 
enced a short but serious depression. Labor’s gains of the war fell away 
as war industries closed and unemployment set in. Industry took the of- 
fensive with the "American plan,” a dressed-up version of the open shop 
— dressed up by the first ingredients of personnel administration. 

Company Unions 

During the war American industry had realized the high cost of 
hit-or-miss personnel policies. Industry became concerned for the first 
time over high labor turnover, foreman training, scientific salary admin- 
istration, and the other elements which Frederick Taylor had been preach- 
ing for 30 years. Moreover, the public was demanding more democracy 
in industry, and the more forward-looking industrialists saw that they 
must have something to meet the trade-union challenge besides the fa- 
mous remark attributed to the chairman of the United States Steel Cor- 
poration: "We do not deal with unions as such.” 

Out of this developed many elaborate schemes of employer repre- 
sentation and company unions. They were often deficient in many ways. 
Certainly, in the last analysis, the company union cannot give the worker 
the bargaining power to stand up and fight for an enlargement of his 
share, since it ultimately owes its strength to company toleration. Never- 
theless, it must not be forgotten that during the 1920’s it was the for- 
ward-looking, liberal employer who sponsored the company unions and 
the employee-representation plans. The rest of the employers did not per- 
mit even such organization of their workers. Moreover, company unions 
played a valuable role in training future union leaders, in teaching em- 
ployees to discuss their rights, to learn about business, and quite uninten- 
tionally to realize the importance of company unions as bargaining agents 
— the last, only after depression destroyed the prosperity of the 1920’s. 

The AFL Decays 

American trade-unionism was in a state of decadence during the 
1920’s, despite the fact that 30 years later the AFL was still led by some 
of the leaders who were prominent during the 1920’s. Some of them were 
old in spirit and unreceptive to new ideas by 1920. The Federation was 
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unwilling and unprepared to organize the great mass of employees. As 
technological and mass-production methods reduced skills and converted 
jobs into semiskilled operations, the AFL continued to hold on merely to 
the craft unions and made no serious attempt to organize the great body 
of workers. Membership slowly fell from the wartime peak to less than 
3,000,000 in 1932. The coal miners’ union, which had been the largest in 
the AFL, not only failed to organize southern West Virginia and Ken- 
tucky but it was eliminated from most of the northern mines as well. Even 
the building-trades unions, which were the bulwark of the AFL, lost their 
grip on San Francisco and failed to penetrate such new industrial areas 
as Detroit. The spectacle of a union movement declining in prosperous 
times was unprecedented in history. 

William Green 

Samuel Gompers held on to his post as AFL president long after 
his prime, till he died soon after the 1924 convention, at the age of 84. 
The choice of William Green, then Secretary-Treasurer of the United 
Mine Workers, as his successor was an accident resulting from the egos 
and ambitions of two men named Lewis. The first Lewis, Tom (no rela- 
tion to John L.) , became president of the United Mine Workers in 1911 
when the great John Mitchell resigned his UMW presidency. Two years 
later Mitchell also resigned as first vice-president of the AFL. Following 
the custom of the AFL when a member of the Executive Council resigns, 
the vice-presidents are moved up so that the last vice-presidency is open 
to a newcomer. Gompers, desirous of maintaining the political status quo 
of the AFL, therefore offered the eighth vice-presidency to Tom Lewis. 
The latter, displaying an ego reminiscent of his contemporary namesake, 
rejected the position, stating that he would have the first vice-presidency 
or none at all and suggesting that if the United Mine Workers could 
secure only an eighth vice-presidency, the AFL could give the job to 
Green. Thus the UMW secretary began his career as an AFL official. 

Funeral by funeral, as it were, Mr. Green made his way up to the 
third vice-presidency by 1924. Meanwhile, the aggressive John L. Lewis 
had assumed the presidency of the United Mine Workers and clearly 
demonstrated his ambition by having the temerity to run for the AFL 
presidency against Samuel Gompers in 1921. John L. might well have 
made the grade that year except that Matthew W^oll, president of the 
International Photo-Engravers’ Union and then designated Gompers’ 
heir apparent, assumed the role of Gompers’ campaign manager. He per- 
suaded the delegates of the 1921 AFL convention that if they turned 
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Gompers out, they would get a man who was so dictatorial that he could 
not possibly be lived with. The result was a two-to-one defeat for Lewis. 

When Gompers died after the 1924 convention, the AFL Executive 
Council had the task of filling his shoes for the interim until the next 
convention met. Lewis, who wanted the job, knew he could not swing it, 
but he was determined to prevent his archenemy, Woll, from taking over. 
He therefore made a deal with the other "Indianapolis boys” — President 
Hutchenson of the Carpenters’ Union and President Tobin of the Team- 
sters’ Union, who like the miners’ and typographical unions then had 
their headquarters in Indianapolis. The deal placed William Green, a 
compromise candidate in the AFL president’s chair, and he was success- 
fully re-elected every year until his death in 1952. 

Although William Green owed his AFL presidency to John L. 
Lewis more than to any other one person, the decline in membership in 
the miners’ union in the 1920’s forced Green to rely more and more for 
political support on the building trades. As a result when the big contro- 
versy over union structure and power broke after the New Deal, Green 
was an ally of the craft unionists of many years’ standing rather than of 
the industrial union group from which he got his start. 

In 1932, on the eve of the New Deal, the AFL was close to being a 
broken-down organization which was losing members rapidly and had 
neither the finances, the structure, nor the will to recoup its losses. Never- 
theless, in that very year Congress passed the Norris-LaGuardia Act end- 
ing "government by injunctions” by making it extremely difficult for an 
employer to secure an injunction from a federal court in a labor dispute 
and by denying federal court enforcement of yellow-dog contracts. Thus 
at the bottom of its fortunes, the AFL won the greatest legislative tri- 
umph of its career. 

Labor under the New Deal 

The Roosevelt administration, which came to power in 1933, 
brought gains to labor which were unprecedented in American history. 
In the wake of such legislation as the National Recovery Act, the Na- 
tional Labor Relations (Wagner) Act, and the amendments to the Rail- 
way Labor Act, trade-union organization increased to an all-time high, 
which, with the final impetus of war continued prosperity, and shortage 
of labor, drove union membership to a figure of 18,000,000.^^ 

The first great New Deal law, the National Industrial Recovery 
Act, may be regarded as a sort of general handout to the different pressure 
groups in the country. Business and agriculture were encouraged to plan 

12 Discussion of legislation on collective bargaining is reserved for Part VII. 
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scarcity in order to raise prices, and labor was given the right to organize 
without management interference. Labor’s right was not enforceable to 
a very important extent, but energetic unionism took immediate advan- 
tage of it. Gambling the last $75,000 in the miners’ union treasury, John 
L. Lewis sent expert organizers throughout the country’s coal fields, and 
within 3 months he had enrolled 400,000 coal miners, including those 
in the previously impregnable antiunion strongholds of Kentucky and 
southern West Virginia. The International Ladies Garment Workers’ 
Union resurrected and expanded itself, as did the Amalgamated Clothing 
Workers in the men’s clothing industry. Unionism sprang up in the mass- 
production industries, unaided, unguided, and confused; for if some or- 
ganizations sprang into action under the magic of NRA, most of the AFL 
lay quiet and asleep. Not until after considerable prodding did AFL or- 
ganizers appear on the scene to help unionization in previously unorgan- 
ized industries. Then, in industries, such as rubber and automobiles, where 
no AFL affiliate had general jurisdiction, the Federation chartered di- 
rectly AFL-aflfiliated or ''federal” locals. 

Without a central organization, however, these new locals were 
often inept in bargaining. Moreover, craft unions of carpenters, electrical 
workers, machinists, etc., claimed the right to, and often did, demand that 
craftsmen in newly organized federal locals be turned over to them. The 
effect was usually to destroy the federal local and to estrange the trans- 
ferred craftsmen from the labor movement until organizations suited to 
their purposes were founded. 

In the steel and meat-packing industries, AFL unions did exist. The 
Amalgamated Association of Iron, Steel and Tin Workers, however, had 
an unbroken record of failures since the Homestead strike in 1889; and 
its leadership had neither the resources nor the capacity to undertake a 
large-scale organizing drive. Except for a short World War I interval, 
the Amalgamated Meat Cutters and Butcher Workmen never had pene- 
trated the major meat-packing centers. Until revitalized in the late 1930 s, 
it appeared content to confine its organization to the small packing estab- 
lishments and to retail butchers. 

Power and Structure Conflict 

Failure on the part of the Federation to do a better job resulted in 
considerable criticism both within and without its ranks. Led by John 
L. Lewis, a growing clamor developed within the AFL for unionization 
of the mass-production industries on an industrial rather than on a craft 
basis. Jealous of their power and fearful of what the influx of large 
numbers of semiskilled and unskilled workers would mean to their status, 
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the craft-union leaders declined to accept industrial unionism for the un- 
organized mass-production industries. 

After two attempts at compromise in preceding conventions, the 
stage was set for the big blowup at the 1935 AFL conclave. Charging that 
the AFL leadership "seduced me with fair words,” Lewis demanded that 
the Federation grant industrial union charters in mass-production in- 
dustries. He expressed fear based on experience in the 1920’s that lack 
of unionization in steel would endanger the new union movement in the 
coal mines because of the large-scale ownership of coal mines by steel 
interests. Moreover, Lewis realized that, having championed the cause 
of industrial unionism, the influx of new recruits from industrial unions 
would increase his prestige and power within the AFL. 

The craft unionists, however, had the votes. Lewis’ proposal was 
voted down. The issue was fought in terms of craft versus industrial 
unionism, but the basic issue was power, and the craft unionists held on 
to tradition and control. 

C/0 Is Formed 

Even before the 1935 convention was over, the industrial-union 
group led by Lewis, Dubinsky of the Ladies Garment Workers’ Union, 
and Hillman of Amalgamated Clothing Workers, Howard of the Typo- 
graphical Union (acting as an individual), and including unions in the 
oil, textile, and metal mines industries, met and formed the Committee 
for Industrial Organization for the avowed purpose of organizing un- 
organized workers within the AFL. The original unions were soon joined 
by others, such as the rubber, flat glass, automobile, shipbuilding, and 
electrical appliance workers’ unions, who had pleaded in vain with the 
AFL for industrial union charters. The CIO immediately offered the AFL 
$500,000 to organize the steel industry. When the latter’s Executive 
Council turned it down, Lewis succeeded in inducing the leadership of 
the virtually dormant Amalgamated Association of Iron, Steel and Tin 
Workers to put itself in a receivership to a newly organized Steel Work- 
ers Organizing Committee headed by Philip Murray, then vice-president 
of the United Mine Workers. 

The AFL viewed these developments with alarm. Its Executive 
Council ordered the CIO to disband. When the latter refused and Lewis 
resigned as a vice-president of the AFL, the AFL Executive Council sus- 
pended the CIO affiliates for "promoting dual unionism.” The haste with 
which the Executive Council acted and the probable lack of constitution- 
ality in its suspension were not seriously challenged by the CIO unions. 
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except the Ladies Garment Workers’ Uniond^ The CIO group had given 
up the possibility that mass-production industries could be organized 
within the framework of the AFL. Hence when the AFL convention met 
in 1936, the CIO unions were not represented, and the two-thirds ma- 
jority required for their expulsion by the AFL constitution was easily 
obtained from the delegates present. 

The CIO Organizes Steel 

The CIO challenge to the antiunion policies of the steel industry 
was met vigorously by the steel companies. Once more men were spied 
on and fired for union activity; the rights of assembly and speech in 
company-dominated towns were curtailed; and violence, bloodshed, and 
death erupted on the industrial scene. 

The steel companies also used more refined tactics in trying to over- 
come the new union threat to their traditional methods of controlling 
labor relations. Large sums were spent on a nation-wide advertising cam- 
paign condemning unionism as a threat to the country. And considerable 
effort and money was expended to form and to maintain company unions. 

This time, however, the steel companies met more than their match. 
The CIO drive had behind it money, effort, and, above all, the organizing 
**know-how” of union organizers who had already penetrated antiunion 
citadels as tough as those established by the steel companies. The tactics 
and flair for showmanship demonstrated by Philip Murray and his aides 
were superior to those put on in any previous organizing campaign. 

For example, the CIO realized that the nation-wide advertisements 
sponsored by the companies gave the organizing campaign widespread 
publicity which it could not otherwise have obtained. Hence, in its re- 
joinder to the company publicity, which was often so extreme as to alien- 
ate the public, the union replied softly. 

The year 1936 was an election year for the Roosevelt administra- 
tion. The Republican candidate for President, Alfred M. Landon, was a 
relative of a prominent United States Steel Corporation official. The CIO 

In 1935 the AFL constitution said nothing about Executive Council jurisdiction to 
suspend an affiliate. Unions could be expelled only by a two-thirds convention vote. If the 
CIO unions had been represented at the 1936 convention, no two-thirds vote would have 
been possible. The 1936 convention was reminded by several delegates that the Executive 
Council was “in such a hurry" to suspend the CIO that the procedure was questionable. Mr. 
Matthew Woll, leading exponent of the Executive Council viewpoint, later defended the 
suspension as follows: “The fact is that if the Council had not acted there would have 
been possible disintegration within the American Federation of Labor which would have 
been disastrous. The Council acted not so much to punish those who had formed the CIO, 
but rather to prevent disintegration from within." TI?e Hat Worker, June 15 , 1939 , p. 11 . 
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allied itself fully with President Roosevelt’s re-election campaign and 
made much out of Landon’s family connection with Big Steel and the 
support given Landon by many ofi&cials of steel concerns. The over- 
whelming re-election of President Roosevelt was followed by a large in- 
flux of steelworkers into the CIO. 

Because the CIO drive in steel was well financed by the miners and 
needle-trades unions, it could afiFord to, and did, waive all union fees 
and dues until company recognition was secured. This promoted con- 
fidence among steelworkers who in the past had paid out union dues but 
never received anything to show for their support. 

Toward company unions, Philip Murray, leader of the CIO drive, 
also adopted a new tactic. Instead of regarding them as archenemies, he 
saw company unions as a training ground. The CIO people attacked them 
by trying to get control and succeeded in a large measure. The United 
States Steel Corporation’s money spent for company union agitation fre- 
quently served to promote the CIO. By January, 1937, it was apparent 
that the new steel union could close down Carnegie-Illinois, U.S. Steel’s 
biggest subsidiary, if it so chose. 

At this point, probably through the friendly offices of President 
Roosevelt and Senator Guffey of Pennsylvania, Myron Taylor, chairman 
of the board of U.S. Steel, and John L. Lewis were brought together. The 
result was an agreement recognizing the CIO as bargaining agent for its 
members in all U.S. Steel subsidiaries in the iron and steel industry. The 
arch opponent of unionism thus came to an agreement with a new CIO 
union, a triumph for the latter that insured its existence. 

The CIO drive in steel was temporarily slowed down by the defeat 
of its recognition strikes against several of the major “Little Steel’’ com- 
panies^^ — strikes that were among the worst in American history in terms 
of violence. Four years later in 1941, however, the steel union came back 
to win bargaining rights in all these concerns. Today, under the name of 
the United Steelworkers of America, this CIO union has a membership 
in excess of 1 million and contracts covering nearly all major steel con- 
cerns, as well as numerous companies in related industries. 

Rubber, Autos, and Other CIO Drives 

While the steel drive was getting under way, labor erupted in the 
rubber and automobile industries. These unions were not started from 
the top down as in steel but grew straight from the rank and file. Using 
a new technique, the sit-down strike, workers in the rubber and automo- 
bile industries took possession of plants of such giant corporations as 

Bethlehem, Republic. Youngstown, and Inland, all giant corporations. 
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Goodyear, Chrysler, and General Motors. This unorthodox and undoubt- 
edly illegal procedure won recognition from these corporations because of 
general public sympathy with the objective of union recognition. (There 
never was any attempt by the unionists to seize permanent control of the 
plants.) The lawlessness involved in the sit-down, however, soon became 
sufficiently apparent to react against unionism. It was shortly abandoned 
as an approved tactic so that by early 1938 sit-downs virtually disap- 
peared from the American scene, except in a few isolated instances where 
they were used by Communist-controlled unions in New York City. ^ 

In the rubber industry, the CIO won bargaining rights at United 
States Rubber, Firestone, and Goodrich in the 1930’s, but the status of 
the union at Goodyear was not officially recognized until 1941. Today, the 
CIO rubber workers’ union is not only dominant in this industry but has 
spread out in the cork, linoleum, floor tile, and plastic industries as well. 

Although sit-down strikes won the CIO recognition at Chrysler and 
General Motors, Ford did not yield imtil 1941, when a strike closed down 
the great plant at River Rouge. Today the auto workers, after expanding 
into the aircraft and agricultural implement industry, boast a member- 
ship in excess of 1 million. 

CIO unions also succeeded in organizing the packing houses and 
stockyards in the large centers as well as the bulk of the electrical appli- 
ance industry. The old Western Federation of Miners, now known as ffie 
International Union of Mine, Mill and Smelter Workers, near extinction 
in 1935, became a CIO charter member and gained over 20,000 workers 
10 years later, principally in the western silver and copper mines and 
smelters. A new union, the National Maritime Union, started from rem- 
nants of the then decadent International Seamen’s Union, AFL, brought 
unionism to the East Coast seamen for the first time since World War I. 

The revolt of the East Coast seamen did something else. It forced 
the AFL to reorganize its seamen’s union, in effect dissolving the Inter- 
national Seamen’s Union and forming in its stead the Seafarers Interna- 
tional Union which has since grown larger than the National Maritime 
Union, its CIO rival. To a lesser degree, the CIO had the same general 
effect on the AFL as the formation of the National Maritime Union had 
on the AFL seamen’s organization. Forced to meet an energetic rival for 
the first time since it outdistanced the Knights of Labor (the IWW of 
pre-World War I was no great threat organizationally)? the AFL and 
its constituent unions got out of their easy chairs and really went to work. 
Although for a time the CIO threatened to surpass the AFL in member- 
ship, it never did. For the first time, AFL unions such as the Machinists 
and the Teamsters really made an effort to take in the thousands of work- 
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ers within their jurisdictions. By 1953, membership in the AFL included 
almost half of the 16,500,000 unionized. By then the CIO, having lost 
the Ladies Garment Workers and the United Mine Workers, and having 
expelled the Communist-led unions, as will be narrated below, could 
claim but 4,500,000, with the remaining unionized found in nonafhliated 
unions. 

Once the CIO was firmly established in the mass-production indus- 
tries, the AFL leaders made no more pretense of opposition to industrial 
organization. Indeed, if only as a defensive measure, the AFL accepted 
industrial organization wherever the alternative might be loss of juris- 
diction to the CIO. For example, the Machinists were granted exclusive 
AFL jurisdiction in aircraft manufacturing to counteract the CIO Auto 
Workers’ drive in the same industry. But although acceptance of indus- 
trial unionism was admittedly eliminated as a basic thorn in the side of 
labor unity, it was replaced by concurrent jurisdictional claims as both 
the AFL and the CIO lost little time in chartering rival unions in juris- 
dictions dominated by affiliates of the other, and opening their doors to 
dissident groups of the other. The CIO chartered groups in such AFL- 
dominated areas as building construction, railway shop crafts, and pulp 
and paper. The AFL in turn welcomed rump groups from the CIO-domi- 
nated automobile and rubber industries and tried mightily to gain a foot- 
hold in the CIO industrial union stronghold of steel. 

Throughout the 1930’s and early 1940’s numerous discussions be- 
tween AFL and CIO leaders occurred seeking labor unity, but the will 
was lacking for success. Meanwhile, each side was building up vested 
interests in the form of job holders dependent upon disunity, and each 
side was further encroaching upon the jurisdictional claims of the other. 

In 1938 the CIO set up a permanent organization, the Congress of 
Industrial Organizations. The International Ladies Garment Workers’ 
Union, one of the CIO’s founders, however, declined to enter the per m a - 
nent body and after 2 years of independence returned to the AFL. Presi- 
dent Dubinsky of the ILGWU charged (with considerable evidence) 
that the main stumbling blocks to labor unity were then John L. Lewis 
and the Communists in the CIO; but certainly other factors, the establish- 
ment of rival unions by each group, the interest of labor office holders in 
maintaining their vested interests and jobs, and the standpatism of old 
line AFL leaders, were also important. 

World War II to the Korean War 

World War II was a period of expanding union membership. Soon 
after our entrance into the war, a National War Labor Board was estab- 
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lished with union and management as well as public representation, the 
union groups being divided equally between AFL and CIO. Despite the 
stresses and strains, the NWLB maintained a high record for peaceful 
settlement; and apart from numerous "quickie"’ strikes, labor observed 
its no-strike pledge. The tight labor market and expanding industry aided 
union membership to grow steadily. But the large number of small stop- 
pages, combined with the few large ones, particularly the miners" strikes 
under John L. Lewis, saw public opinion turn against unions. 

The end of war and the lifting of economic controls resulted in a 
psychological outburst on many fronts. Labor’s response was strikes — 
1946 was the greatest strike year in American history in terms of man- 
days lost. Wherever the responsibility may have belonged, the public 
blamed labor; the result contributed to the congressional election sweep 
of the Republicans in 1946 and to the passage of a union-control law, the 
Taft-Hartley Act, in the following spring. 

Nevertheless, unions won great gains in money wages during the 
post-World War II years. Each year after the war, wages rose dramatic- 
ally — 7*“20-cent-per-hour increases spread successively through the econ- 
omy. In spite of wide variations, the pattern of increases granted by such 
industrial giants as United States Steel or General Motors to equally large 
CIO unions was followed by hundreds of small concerns and unions in 
collective bargaining. Yet postwar rising prices reduced the wage gains to 
little in terms of purchasing power. Labor fought postwar inflation by 
matching it with wage gains — ^which aggravated it. 

The severity of the postwar strike wave came as a surprise to both 
union and management leaders. During the war, a strike was a signal 
for a flurry of government and management activity to get the men back 
to work. As a result wartime strikes were of short duration. 

When the postwar strike wave started, management did not think 
that unions could hold out for a long period, and the unions did not 
think that the strikes would last long. Neither could have been more 
wrong. The General Motors employees were out on strike for nearly 3 
months in the coldest part of the year, from December, 1945, to March, 
1946; Westinghouse employees stayed out almost 4 months; strikes in 
steel, coal, and other industries were also of long duration. Yet the work- 
ers did not seem to give serious consideration to returning to work with- 
out their union approval. Managements, fortified by the knowledge that 
economic losses resulting from strikes could be partially made up by off- 
sets on previous years excess profits taxes, were in no hurry to settle until 
certain that the government would not continue its short-lived attempt 
to hold the price line after the war as it had done during the war. 
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With all of management opposition, however, no attempt was made 
by any large industrial plant to break a strike by the use of strikebreakers. 
In sharp contrast to the strikes after World War I, those after World 
War II were conspicuous by the lack of violence and bloodshed. The spec- 
tacle of the employer having doughnuts and coffee served to pickets in 
front of his plant was a welcome sight to those who remembered the 
armed conflicts between pickets and strikebreakers during earlier years. 

Despite the fact that most large postwar strikes resulted in substan- 
tial wage increases for the strikers, unions did not gain in favor or sig- 
nificantly in membership during the period between the end of World 
War II and the beginning of the Korean war. Much publicized CIO and 
AFL drives to organize the South were almost completely unsuccessful. 
Gains in membership which the CIO and AFL recorded during this pe- 
riod resulted mainly from the expansion of employment in plants already 
unionized. Price increases which generally followed large wage increases 
were blamed often by press and public upon the unions without regard 
to management’s part. Public esteem did not keep pace with the growing 
union membership. 

Labor’s poor public relations were especially bad in the rural areas 
and small communities. The antiunion drive at the turn of the century 
was not overcome 50 years later. State legislatures dominated by rural 
interests appeared eager to pass legislation designed to curb unions. And 
the most popular of these laws echoed the NAM’s 50-year old cam- 
paign to maintain the "worker’s right to work.’’ More than twenty states 
adopted laws between 1940 and 1953 designed to outlaw boycotts or the 
union shop or any variation thereof which requires union membership 
as a condition of employment. As in 1900, unions are regarded as alien 
in many rural communities. In the South, still predominately nonunion, 
this feeling is especially strong. Yet union leaders for years have been 
fighting a really alien movement, that of the Communist Party. 

COAAMUNIST UNIONISM 

The Russian revolution has had profound effects on the American 
trade-union movement, although these effects have undoubtedly been 
mild as compared with the effects in many other democratic and once 
democratic lands. The American Communist Party was organized in 1919 
and secured the adherence of William Z. Foster, a brilliant organizer 
who had led the great unsuccessful steel strike in 1919. After a trip to 
Moscow, Foster was thoroughly indoctrinated and has spent the rest of 
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his life in the service of the Communist Party, of which he became na- 
tional secretary. 

Communism in the ? 920 5 

In 1921, Foster organized the Trade Union Educational League, 
an avowed purpose of which was to bore within and take over existing 
trade-unions. Foster and his associates chose as their major point of at- 
tack the needle-trades unions of New York, a natural selection in view of 
the large number of Slavic and Jewish immigrants in this industry, their 
bitter remembrance of life under the czars, and their naturally friendly 
sentiment toward a government which proclaimed itself socialist and 
equalitarian. 

Foster's success was immediate. One by one the large New York 
locals of the Ladies Garment Workers’ Union fell into his camp, until 
the only major local that stood out against him was the powerful Cut- 
ters’ Local No. 10, oldest in the ILGWU. This local was led by a brilliant, 
young Polish-born Jew, David Dubinsky, who was able to convince his 
fellow unionists that Foster was more interested in promoting the Com- 
munist Party than in building up the union. 

Between 1922 and 1928 the ILGWU was nearly wrecked by intra- 
union strife, but in 1926 the Communists, preferring "militancy” to "arbi- 
tration,” pulled out 35,000 New York workers on strike and led them to 
a crushing defeat at the end of which only the Cutters’ Local 10 was 
solvent. From then on that union has been featured by Dubinsky s rise 
to power and the gradual but total elimination of the Communists. 

In 1929 the International Communist Party changed its position 
from boring within to nonco-operation with democratic groups. The 
American party thereupon organized the Trade Union Unity League as a 
rival organization of the AFL. Except for the fur workers, it was largely 
a paper organization. It did take over agitation in a number of troubled 
areas during the depression, however, and in the early NBA period, it 
sent out organizers who attempted, mostly unsuccessfully, to establish 
unions. 

The total bankruptcy of the Moscow policies of fighting demo- 
cratic groups more severely than totalitarianism of the right became strik- 
ingly clear with the advent of Hitler in Germany. In 1935 the party line 
was changed once more. The result was the "popular front” in Spain 
and France. In America, "Revolutionary utterances were discarded for 
a verbal wardrobe of conformity and respectability; Mr. Earl Browder, 
head of the party in the United States, uncovered the ^historical fact’ that 
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the Communists were the real inheritors o£ American democracy and 
spoke approvingly of Thomas Jefferson and Abraham Lincoln. 'Fellow 
travellers’ were recruited from all who — knowingly or unknowingly 
chose to travel.”^® 

Infilfrafion info the CIO 

The trade-union aspect of this party-line official integration of com- 
munism with democracy marked the first successful entrance of Commu- 
nists into the American labor movement. From 1935 to 1937, Communist 
groups concentrated their efforts on AFL unions but, by the latter year, 
saw in the CIO a more fertile ground and accordingly transferred their 
efforts en masse to that federation. In so doing they received unexpected 
assistance from an old enemy, John L. Lewis. During the 1920 s Lewis 
fought as "reds” not only Communists but everybody else who opposed 
him. But now he looked upon them as pawns whom he could use to aid 
the CIO. The new CIO was greatly in need of organizers, and the Com- 
munists offered to supply them. Against the warning advice of David 
Dubinsky, Lewis accepted their assistance, and thousands of CIO jobs 
were filled via the Communist Party. 

That party members made excellent organizers no one can deny; but 
they used their positions to infiltrate in the unions, to take over strategic 
positions, and to secure CIO charters for organizations of their own crea- 
tion with few members other than their Communist officers. However 
clearly disguised, for them the party was always first, the union second. 
An uneasy truce between Communist and non-Communist elements in 
the CIO existed until 1939. Then came the Nazi-Soviet nonaggression 
pact and World War II. 

As suddenly as they had joined democratic elements, the Commu- 
nists throughout the world abandoned them. Roosevelt, whom they had 
supported in 1936, was dissected as an imperialist warmonger in 1940. 
Everywhere the Communists opposed the defense program and promoted 
strikes, whenever possible, to interfere with it. 

Here again, John L. Lewis proved a useful ally to the party.. He was 
a confirmed isolationist with a gradually growing hatred of President 
Roosevelt, which began in 1937 when the President declined to support 
the Little Steel strike as strongly as Lewis wished him to. Lewis thus 
opposed Mr. Roosevelt in 1940 for reasons very different from those 
of the Communists, but nonetheless they both arrived at the same spot. 
When Lewis announced that he would support the Republican candi- 
date, Wendell Willkie, and would resign from the presidency of the CIO 

Miliis and Montgomety, op. cit., p. 240. 
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if Roosevelt were re-elected, his support came mainly from the Com- 
munists in the CIO. True to his promise Lewis resigned at the CIO con- 
vention following the 1940 national elections, and Philip Murray suc- 
ceeded him. 

Until June, 1941, Lewis held the balance of power in the CIO. Not 
only was Murray opposed by the vocal left-wingers but he became ill. 
The CIO was run by former Lewis appointees, while Murray convalesced 
through 1941. Then came the invasion of Russia by Germany and the 
sudden change (in the minds of Communists) from an "imperialistic 
war’' to that of a "proletarian war against Fascist aggression." 

More Party-Line Shifts 

Mr. Roosevelt, who on June 21 was a "Wall Street imperialist and 
warmonger" in the Communist Daily Worker became "our beloved com- 
mander in chief behind whom all must unite," 3 days later. Communist 
support of John L. Lewis, who maintained his isolationist position, dis- 
appeared as if by magic. Philip Murray, who in his own words, "was in 
the estimation of some people in 1940 down in the bottomless pits of 
hell" because he had supported the defense program, suddenly found 
that "there came a day, the 23rd of June [when Germany invaded Russia] 
and I was still supporting my country. I was dragged by these same citi- 
zens from the bottomless pits of hell and lifted to a veritable saint- 
hood."^^ 

Henceforth, Murray effectively assumed the helm of the CIO and 
remained also president of its strongest affiliate, the United Steelworkers. 
Lewis gradually dropped into the background of CIO affairs, and then in 
1943, he took the United Mine Workers out of the organization which it 
had done so much to create. With Lewis went "District 50," a nation- 
wide branch of the Mine Workers which was set up originally for coke 
and coal by-product workers but was later expanded to take in any in- 
dustrial group which it could organize. District 50 had thus become a 
sort of minor labor movement appendage of the United Mine Workers. 

Reasonable co-operation between the AFL and the CIO in an all-out 
war effort featured the war years 1942 to 1946, with the Communists 
preaching full co-operation with industry and government. Then the party 
line changed. Earl Browder, the protagonist of capitalistic co-operation, 
was ousted, and William Z. Foster, orthodox exponent of the class strug- 
gle, was named national secretary. Relations between the left and the 
right in the CIO grew steadily worse as the right wing backed the Mar- 
shall plan for European reconstruction and opposed the third, "Progres- 

Steel Labor, March, 1948. 
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sive,” party of Henry Wallace, while the left opposed the former and 
promoted the latter. Aided no little by the anti-Communist requirements 
of the Taft-Hartley Act and the dynamic leadership by youthful Walter 
Reuther of the United Automobile Workers, the right wing of the CIO 
administered a series of drubbings to the Communists. 

Reuther ousted the Communists from the auto union and then 
opened his union’s doors to many locals seceding from the Communist- 
dominated Mine, Mill and Smelter Workers’, Electrical Workers’, and 
Farm Equipment Workers’ unions. Joseph Curran, president of the Na- 
tional Maritime Union (CIO), and Michael Quill, president of the 
Transport Workers Union (CIO), both at one time fellow travelers of 
the Communists, broke with the party and wrested control of their unions 
from it. 

During 1948 and 1949 the split between CIO leaders and the Com- 
munist-dominated unions widened until at the CIO’s 1949 convention, 
two Communist-dominated unions, the Farm Equipment Workers and the 
United Electrical, Radio and Machine Workers, disaffiliated and merged. 
The CIO promptly set up a rival union for the electrical product jurisdic- 
tion, the International Union of Electrical, Radio and Machine Workers, 
which in 5 years won about three fourths of the expelled union’s 400,000 
members back to the CIO. 

Also at the 1950 CIO Convention, action was started which led to 
the expulsion of nine other Communist-controlled unions.^’^ Several of 
these organizations were small and have virtually disappeared. A few, 
like the International Longshoremen’s and Warehousemen’s Union, un- 
der the controversial Harry Bridges, and the Mine, Mill and Smelter 
Workers have managed to retain their following. Members of the Mine, 
Mill and Smelters, the former Western Federation of Miners, find it diffi- 
cult to repudiate an organization which has been under attack for "radi- 
calism” so long. Their Communist-oriented leaders cleverly play on the 
traditions of the honest radicalism of the past to hide their conspiratorial 
acts disguised as radicalism of the present. 

This points up the main difficulty in rooting out Communist union 
leaders. By disguising their activities as being militant in behalf of the 
wage earner, the Communist leader is usually able to disguise his ulte- 
rior motives. And remembering how men like Philip Murray and Walter 
Reuther have been smeared as "reds,” workers are loathe to believe their 
leaders are Communists even when they are. Not until the Communist 

I'f Mine, Mill and Smelter Workers; United Office and Professional Workers; United 
Public Workers; International Fur and Leather Workers; Food, Tobacco and Allied Workers; 
Marine Cooks and Stewards Association; Fishermen’s Union; International Longshoremen’s 
and Warehousemen’s Union; and American Communications Association. 
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Party line obviously departs from union tactics will the average worker 
be thoroughly convinced of the dangers of Communist leadership. And 
once in power, the Communist leader will use every parliamentary trick 
and every power tactic to maintain control. 

The Significance of Communism 

Why should Communist control of unions be of importance.^ The 
answer is apparent in history. It stems from a two-pronged source. First, 
the Communist Party exercises a discipline over its members equaled only 
by other totalitarian forms (fascism, na2ism). A Communist cannot re- 
main such and act as an individual. He cannot be a union member first 
and a Communist second. Therefore, whenever union interests and Com- 
munist interests are diverse — as they often are — the union is sacrificed 
on the altar of communism. The record is replete with instances in which 
the economic interests of union members have been disregarded for the 
political interests of the party: opposition to pro-labor, but anti-Com- 
munist candidates for office; political strikes; financial support for party 
''fronts,” etc. When the Communist Party line, obviously dictated by 
Moscow, ordered the Communist leaders inside the CIO to follow poli- 
cies on the political and economic fronts directly contrary to CIO policies, 
the CIO had either to expel the Communists or in effect continue to tol- 
erate an outside, nonlabor organization giving orders to its constituent 
unions. The honeymoon between CIO trade-unionists and the Commu- 
nists, begun by John L. Lewis, had to end. 

The other reason for concern about Communists in the labor move- 
ment is that it can be demonstrated to any reasonable man that the only 
determinant of Communist policy is Russia’s interests. No example exists 
of American Communist policy or activity which upon full analysis is not 
revealed as being designed to help the Soviet regime. 

Finally, it should be noted that Communists have never had a mass 
following in the American labor movement. Their strength is concen- 
trated in a few unions, but their control even there is based on minority 
manipulation, and today they are more than ever on the defensive. Their 
exposure has been hindered as much by indiscriminate "red-baiting” of 
anything or anyone radical or liberal as by misconception of the anti- 
democratic character of communism. 

RFLIGIOUS LEADERSHIP IN UNIONS 

An important factor in the fight against communism in many unions 
has been the Association of Catholic Trade Unionists, which since its 
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founding in 1937 has grown in numbers and influenced® The ACTU has 
not aimed at building a Catholic trade-union movement, such as exists in 
many European countries. Rather it has devoted its energies to the direc- 
tion and support of workers seeking aid to unseat unsatisfactory leader- 
ship or needing help in organization. In the first capacity, the ACTU 
played a notable role in helping the New York City subway workers, a 
predominately Catholic group, rid themselves of Communistic leaders. 
And in the fight against the mass of racketeers which has preyed upon 
longshoremen, the ACTU has for many years been the only effective op- 
position to the mobsters. The ACTU is thus in the field primarily of 
providing leadership for inexperienced workers’ groups. 

The Protestant and Jewish churches maintain no group similar to 
ACTU, but they have not been absent in the labor field either. A special 
section of the National Council of Churches of the Protestant Churches 
is devoted to the task of bringing the church and labor together. Labor 
institutes, interpretation of labor’s aims to the churches, and the church’s 
to labor, and various acts of assistance to labor union problems have been 
among the functions performed by the Protestant group. 

Jewish groups were once active in the labor field to an even greater 
extent than the ACTU, but the Jewish organization, the United Hebrew 
Trades, was not developed under the leadership of Jewish synagogues. 
Rather the UHT served as an organization and communications vehicle 
between the mass of Jewish immigrants working primarily in the New 
York City needle trades and the AFL. UHT leadership was an important 
factor in saving the Ladies Garment Workers’ Union from Communist 
domination in the 1920’s. Today, the United Hebrew Trades still is active 
in various projects, such as assistance to the Israel trade-union, Histadrut, 
which are of special interest to Jewish workers. 

When Samuel Gompers assisted in organization of the United He- 
brew Trades in 1888, he had serious qualms about the propriety of or- 
ganizing a separate Jewish group because he did not believe in organizing 
workers along religious lines. Gompers, however, supported the United 
Hebrew Trades on the grounds that "to organize Hebrew Trade Unions 
was the first step in getting these immigrants into the American Labor 
movement.” Gompers was proved right in believing that the UHT would 
draw Jewish immigrants into AFL unions rather than separate them from 
such unions. 


n Association of Catholic Trade Unionists,” Industrial and 

Ubor Relations Review, Vol. 11 (January, 1949), pp. 210-18; Will Herberg, "Jewish Labor 
Movement in America," Industrial and Labor Relations Review, Vol. V (July 1952) pp. 
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Questions have been raised whether the formation of the Associa- 
tion of Catholic Trade Unionists presages a split in American unionism 
along religious lines. Those who believe that it does point to the sepa- 
rate Catholic unions in European countries and among French Canadians. 
Thus far, however, ACTU has exhibited no tendency toward promoting 
a separate Catholic union movement, and the social fabric of the United 
States would seem to preclude such an event. 


THE ACHIEVEMENT OF LABOR UNITY 

In 1953 , there developed for the first time since the formation of 
the CIO in 1935 a real interest in organic unity on the part of both the 
top AFL and CIO leadership. This interest coincided with the rise of new 
leadership in both federations. In November, 1952, within 2 weeks of 
each other, Philip Murray, president of the CIO, and William Green, 
president of the AFL, passed away. Walter Reuther, president of the 
United Auto Workers, succeeded to Murray’s office. George Meany, 
former president of the Plumbers’ Union and later secretary-treasurer 
of the AFL, succeeded Green. Reuther and Meany immediately initiated 
action toward achieving a no-raiding pact, which was ratified by the AFL 
and CIO conventions. In February, 1955, Reuther and Meany negotiated 
an agreement which brought the CIO back into the AFL fold. By the 
end of 1955 , both AFL and CIO conventions had ratified the pact. A new 
organization, known as the American Federation of Labor and Congress 
of Industrial Organizations, was born with George Meany as its head. 

In order to achieve labor unity, Messrs. Meany and Reuther had to 
overcome two pillars of the AFL foundation which heretofore had been 
too great a stumbling block — the principle of exclusive jurisdiction and 
the principle of the autonomous national union. 

The doctrine of exclusive jurisdiction provided that each affiliated 
national union should have a clear and specified job territory and bound- 
ary ordinarily defined in terms of work operations, crafts, trades, occu- 
pations or industrial grouping of jobs, and occasionally defined in terms 
of geography.^® Under this doctrine, no two unions were supposed to 
have jurisdiction over the same work operations or area, and, as a corol- 
lary, the AFL by determining union jurisdictions also determined the 
union the individual employee should join. 

In actual fact, this doctrine was outmoded in 1935 by the passage of 

John T. Dunlop, ' 'Structural Changes in the American Labor Movement and Indus- 
trial Relations System," Proceedings (Industrial Relations Research Association, 1956), p. 
13. 
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the National Labor Relations Act. As that law has operated in both its 
original or Wagner and its amended or Taft-Hartley Act forms, workers 
vote in a bargaining election to determine which union they desire to 
represent them. If they disregard federation jurisdictional lines, their 
votes and not federation’s rules are what counts. When the labor move- 
ment split in 1935, workers usually had a choice of at least two unions. 
The principle of exclusive jurisdiction has since that date been more a 
philosophy than a fact. 

Previous discussions of labor unity between the AFL and CIO pre- 
supposed that competing unions would merge as a part of the unity 
movement. The question of which union and, therefore, which group 
of officials would come out on top in such merger added to natural rival- 
ries and hindered rather than assisted the progress of unity. Meany and 
Reuther overcame this difficulty by providing in effect that the jurisdic- 
tion actually exercised by each affiliate at the time of the merger was to 
be preserved intact and that established collective bargaining relation- 
ships supplanted historical jurisdiction as a basis for unions’ territorial or 
organizing rights. For unorganized groups or for groups outside of the 
merged federation, a union was supposed to organize on the basis of 
its historical jurisdiction with the federation determining priorities and 
rights in case of a dispute. 

By 1958, only two unions had merged — the former CIO Paper 
Workers’ Union and the former AFL Brotherhood of Paper Makers. In 
all the other fields, the former affiliates of both AFL and CIO were con- 
tinuing to operate as they did before the merger. As a result there are 
more frequently than not at least two unions in one historical jurisdiction. 
The big difference since the merger is the absence of raiding— the ab- 
sence of one union attempting to recruit members, or even accept mem- 
bers, from another organization within the AFL-CIO. 

The second significant alteration in the fundamental concept of 
American unionism as developed originally by the American Federation 
of Labor has been the modification of the principle of autonomy by the 
requirement that national unions shall be free of corrupt and totalitarian 
influences if they are to maintain AFL-CIO affiliation. In accordance with 
this procedure, the AFL-CIO has set up codes of ethics, an ethical prac- 
tices committee, and has proceeded to demand compliance with these 
regulations at the expense of what formerly would have been considered 
the autonomous rights of a national affiliate. 

The net effect of the scrapping of the principles of autonomy in 
favor of the principle of clean unionism, however, may well be to create 
almost as much disunity in the labor movement as existed before the 
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merger. For in 1957 the AFL-CIO expelled its largest affiliate, the 
Teamsters’ Union, because of its failure to clean its house of persons who 
had brought the labor movement in ill repute by their questionable prac- 
tices. If the Teamsters and other small affiliates which have also been 
ousted drift away from the AFL-CIO permanently, a new cleavage in 
the labor movement is inevitable. Moreover, within the AFL-CIO there 
remains a certain amount of sympathy for the Teamsters, particularly in 
the unions in the building trade which are closely identified with the 
Teamsters in local bargaining relationships. The President of the Car- 
penters’ Union, Maurice Hutcheson, has publicly declared his sympathy 
with the Teamsters’ Union and along with the heads of several smaller 
unions voted against the ouster of the Teamsters. It is always possible 
for other building trade unions to join the Teamsters in a new labor 
federation, although that does not appear to be likely if joining the Team- 
sters puts these other organizations under the same cloud of association 
with unethical or racketeering elements in society. 

The achievement of unity between the AFL and the CIO also did 
not automatically bring all other labor unions under one roof. John L. 
Lewis’ United Mine Workers still remain aloof, although that situation 
may change when Lewis, already approaching 80 in 1958, is no longer 
at the helm of the UMW. The remnants of the Communist unions which 
were thrown out of the CIO still operate independently, but their numbers 
are steadily declining. Approximately 5 million workers are in various 
independent unions, most prominent of which are the railroad brother- 
hoods. For the first time in the history of the labor movement, two of the 
original Big Four railroad brotherhoods— the Brotherhood of Locomo- 
tive Firemen and Enginemen and the Brotherhood of Railroad Trainmen 
— ceased their independent course and affiliated with the AFL-CIO in 
1957, as did one of the smaller railroad unions, the American Train Dis- 
patchers Union. It is likely that other independent railroad unions, as 
well as independent unions in other fields, may follow suit. In a matter 
of a few years, only a few small unions and the Communists may be out- 
side of the AFL-CIO sphere— unless the dispute over ethical practices or 
the lack thereof in the Teamsters’ Union creates a permanent labor group 
revolving around the Teamsters organization. 

The unity of the AFL-CIO can result in some major changes in some 
union policies. As long as union rivalry exists, many decisions are made 
in which fear of the rival union is the decisive motivation. For example, 
in 1948 the AFL Meat Packing Union and the Major Meat Packers agreed 
to a 9H-cent-per-hour wage increase. The rival CIO union held out for 
more and struck in an attempt to gain a better bargain. The strike was 
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long and cost the workers and companies a great deal. The net effect was 
that after 8 weeks the CIO union was forced to come back to work on 
company terms. A few years later these unions co-operated and pressed 
their demands jointly. There was no strike nor other unnecessary loss 
such as rival unionism had caused in 1948. 

On the other hand, rival rmionism also acts as a spur to union lead- 
ership. Competition is good for everybody, and the union movement is 
no exception. The competition of the CIO brought the AFL out of the 
doldrums, and each pressed the other to do a better job for its members. 
When the workers are dissatisfied with their union leadership, they can 
change the leadership within the union or change it by throwing out the 
union for a new one. Organic unity will either eliminate or greatly reduce 
that second possibility which is so important in keeping union leadership 
the servants rather than the masters of the rank and file. 


AMERICAN UNIONS TODAY 

Table 4 shows the growth of union membership from 1890 to 1957, 
and the percentage of the labor force unionized. The great periods of 
growth were during World War I (which gains were substantially lost 
during the 1920’s) and the periods between between 1935-40 and 1940- 
46. Since 1946 the percentage of the labor force unionized has been rela- 
tively constant, as union gains have done little more than keep pace with 

TABLE 4 

Labor Force and Union Membership, Selected Years, 1890-1957 


Year 

Labor Force* 
(Millions) 

Union 

Membership 

(Millions) 

Percentage of 
Labor Force 
Unionized 

1890 

23.3 

0 37 

1.6 

1900 

29.1 

0.87 

3.0 

1910 

37.4 

2.1 

5.6 

1920 

42.4 

5.1 

12.0 

1930 

48.8 

3.4 

7.0 

1935 

50.5 

3.9 I 

7.7 

1940 

53.3 

8.5 

15.9 

1946 . . 

60.8 

15.0 

24.7 

1950 .. 

63.5 

16.0 

25.2 

1953 

65.5 

16.5 

25.2 

1957 

70.7 

18.0 

25.4 


*Data prior to 1940 mdudes ‘'gainfully occupied,” a somewhat, but not significantly, wider 
term than "labor force”; also data prior to 1940 includes children 10-14 years old who are not 
included ther^fter, but very few such children were found in the labor force by 1940 
(This Table, which is identical with Table 3, is reproduced for reader convenience ) 
Sources* Labor Force: U.S. Bureau of Census. Union Membership. Leo Wolman, Ebb and 
Flow m Trade Unionism (New York: National Bureau of Economic Research, Inc , 1936), pp. 
229 ff ; Florence Peterson, American Labor Unions (New York: Harper & Bros , 1945), p! 56; 
1946-57. U.S. Department of Labor estimates. 
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the increases in the labor force. As a matter of fact, union growth since 
1946 has stemmed largely from the expansion in employment by firms 
under union contract. The nonunion groups in 1946 were still nonunion 
for the most part 11 years later. 


TABLE 5 

"Nonorganizable” Groups in the Labor Force, 1957 


Total labor force 70,700,000 

Self-employed and managers'^' 12,500,000 

Professional workers 5,700,000 

LTnpaid family workers 2,000,000 

Armed services 3,000,000 


Total nonorganizable 23,200,000 


Net organizable 47,500,000 

Total organized 18,000,000 


Potentially organizable 29,500,000 


Per cent of net organizable unionized 38.0 


* Includes government workers in these nonorganizable groups. Other 
government workers and other white-collar workers considered oganizable. 

Source: U.S. Bureau of Census estimates projected by authors to 1957. 

Although Table 4 shows that 25.4 per cent of the labor force is 
unionized, this is an understatement of union strength. Actually, more 
than 23 million of the unorganized members of the labor force are in 
occupations which do not lend themselves to organization. The distribu- 
tion of the '‘nonorganizable” group is set forth in Table 5. By subtracting 
the nonorganizable from the total labor force, a net organizable of ap- 
proximately 47.5 million is obtained. With 18 million unionized, or- 
ganized labor has brought within its ranks 38 per cent of those who are 
potential union members. 

The Declining Rate of Union Growth 

How fast will unions recruit the still unorganized ? Probably at a 
slow rate for many years to come. Since World War II, unions have been 
in an organizing slump. The statistics of the National Labor Relations 
Board clearly point up this fact. 

In 1945 , approximately 1.1 million workers participated in NLRB 
elections called to determine whether workers desired to have unions rep- 
resent them in collective bargaining. By 1950, only about 800,000 so par- 
ticipated, and by 1957 the figure had dropped to approximately 400,000. 

Elections to determine the right of unions to represent workers are 
not called unless a union can give reasonable evidence that it has a strong 
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following among the workers involved. In 1957, unions thus presented 
such evidence involving only 36 per cent as many workers as in 1945. 

But unions must also win a majority vote once an election is called 
if they are to be certified by the NLRB as the bargaining agent of the 
workers involved. In 1944, unions won 84.5 per cent of the NLRB repre- 
sentation elections. In 1953, they won only 71.9 per cent of such elections, 
and in 1957, only 60.9 per cent.^® In other words, even after unions made 
a showing of strength sufficient to induce an election, they were rejected 
as bargaining agents by workers in four out of every ten elections in 1957 
as against 1.5 of ten elections 12 years previously. 

One may deduce a variety of explanations for this slump. The 
unions blame such causes as "the climate of Taft-Hartley,” competitive 
organization drives before AFL-CIO unity w'as achieved in 1955, and in 
1957 "Beckism," i.e., the unfavorable publicity resulting from disclosures 
of malpractice and malconduct on the part of Dave Beck as president of 
the Teamsters’ Union, and of a few other union officials. 

Actually, however, the slowdown in union growth is attributable to 
more fundamental causes. The most easily organized groups are already 
within the union fold. The skilled trades, the workers in the great indus- 
trial centers, the large mass of workers in steel, coal and metal mining, 
automobile, heavy machinery, building construction, public utilities, and 
transportation are already almost completely covered by union contracts. 
Here are the groups that the unions have yet to reach in substantial 
numbers: 

a) The service industries 

b) White-collar employees 

£■) The southern textile industries and other southern workers outside of 
the union enclaves of Birmingham, Alabama, and Richmond, Virginia 

d) The 2-100 employee shop 

The first and the last are difficult and expensive for union organizers 
to reach. Both are featured by high turnover, close association of em- 
ployee and employer, and a philosophical indifference, if not dislike, of 
unionism. 

White-collar workers, the largest unorganized group, are the least 
inclined toward unionism. They regard themselves as a group apart from 
factory workers, and approaches by factory-oriented union organizers 
have only increased their feeling of animosity toward unions. Drives by 
organized labor to enroll white-collar workers since World War II have 
been conspicuous failures. 

Business Week, July 13, 1957, p. 144, summarizing official NLRB data. 
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In the South, organized labor has likewise failed to make headway. 
Unions have been treated as "'invaders” by whole communities. The race 
issue has been used by employers to divide white and black workers and 
to oppose unions. Strong employer opposition and traditional Southern 
dislike of "outsiders,” especially from Northern industrial centers, have 
also helped to keep unions out, and promise to do so for many years. 

Concentration of Union Membership 

In 1957 the six largest unions had more than one third of the 
total union membership. These unions — the Teamsters, the Automobile 
Workers, the Steelworkers, the Machinists, the Carpenters, and the In- 
ternational Brotherhood of Electrical Workers — all claimed more than 
700,000 members, with the first three claiming more than one million 
each. 

It is interesting to note, as set forth in Table 6, that over the years 
the six largest unions have generally accounted for about one third of the 
total union membership. Although the make-up of the six largest has 
changed from time to time, the Carpenters have always been represented 
in the group, and the Miners were represented until very recently. 

The elimination of the United Mine Workers from the "Big Six” is 
a direct result of the decline in employment in the coal mining industry, 
which John L. Lewis’ organizing efforts in other jurisdictions has not born 
fruit rapidly enough to overcome. On the other hand, the Brotherhood of 
Carpenters and Joiners have been able to maintain their place in the Big 
Six not only because of the postwar boom in building construction and 
the continued importance of their trade but also because their union has 
branched out and organized on an industrial basis, woodworking and 
furniture plants and lumber workers. 

The International Association of Machinists and the International 
Brotherhood of Electrical Workers, like the Carpenters, are former craft 
unions which have branched out and organized factory workers on an 
industrial basis. For example, the Machinists now include skilled and un- 
skilled employees of aircraft factories and a great variety of metal work- 
ing shops. The Electrical Workers include not only electricians but also 
employees of all classes in public utilities and electrical and communica- 
tion products manufacturing. 

The Automobile Workers and the Steelworkers are the only former 
CIO unions in the Big Six. Their size is largely the result of the size of 
the basic industries whose employees they represent, but they have aug- 
mented their growth by spreading into related jurisdictions. The auto 
union now includes aircraft employees and the bulk of the workers en- 
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TABLE 6 


The Six Largest Unions, 1900-1957 


Year 

Six Largest Unions 
(In Order of Membership) 

Membership of 
Six Largest 

Total Union 
Membership 

Percentage of 
Total Union 
Membership in 
Six Largest 

1900 

Miners 

Carpenters 

Railroad Trainmen 
Cigarmakers 

Locomotive Firemen 
Locomotive Engineers 

335,800 

868,500 

38.7 

1920 , 

Miners 

Carpenters 

Machinists 

Railway Clerks * 

Railroad Trainmen 
Railway Carmen 

1,649,000 

5,047,800 

32.6 

1929 

Carpenters 

Miners 

Railroad Trainmen 
Electrical Workers* 
Clothing Workers 
Painters 

1,028,200 

3,442,000 

1 

29.8 

1953 

Automobile Workers 
Teamsters 

Steelworkers 

Machinists 

Carpenters 

Miners 

5,750,000 

16,500,000 

34.8 

1957 

Teamsters 

Automobile Workers 
Steelworkers 

Machinists 

Carpenters 

Electrical Workers* 

6,146,000 

18,000,000 

34.1 


^International Brotherhood of Electrical Workers. 

Source: Leo Wohnan, Ebb and Flow tn Trade Umomsm (New York- National Bureau of 
Economic Research. Inc , 1936), for data 1900-1929; U.S. Department of Labor, for 1933 and 
195/ estimates. Canadian membership excluded. 


gaged in agricultural implement manufacture. The Steelworkers have 
enrolled thousands in metal fabricating, metal mining, etc. 

The growth of the six largest unions is not likely to be any faster 
than, if as rapid as, the rest of the labor movement. Except for the Team- 
sters, all have unionized the overwhelming number of employees within 
their jurisdiction, or even related thereto. Their future expansion is more 
li ely to depend upon the industrial growth of those portions of the 
economy to which they are attached than upon new organizing drives. Of 
course, if any of these unions could unionize the white-collar workers in 
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their industries, a decided expansion in their membership would be pos- 
sible. That, as we noted, is, however, not likely to occur. 

The situation with the Teamsters’ Union is different. Not only are 
there a substantial number of unorganized employees in the distribution 
and service industries over which the Teamsters’ Union has jurisdiction, 
but the Teamsters’ Union has been giving every indication of willingness 
to invade the jurisdictions of other unions when an occasion arises. 

Besides being the country’s largest union, the Teamsters are prob- 
ably the most powerful. If the truck drivers stop work, nothing can move 
to its destination. Produce and manufactured goods remain at the farm, 
the plant, the railroad station, the airport, or the seaport. The last step 
in distribution is the truck drivers. Their strategic location insures the 
power of their union. 

But the Teamsters have other obstacles to fast growth. 'The malprac- 
tices and misuse of power by Dave Beck, former president, James Hoffa, 
his successor, and other of their leaders has alienated them to a large ex- 
tent from the public and from the AFL-CIO leadership. The bad pub- 
licity resulting from widespread revelations of graft and corruption in 
their leadership has certainly not only hurt their chances of rapid expan- 
sion but also carries with it the threat of Congressional action to curb 
their activities in general. Slow growth would appear to be the best the 
Teamsters can hope to achieve for some years to come. 

Will other unions displace any of the Big Six in size ? Probably not 
soon because only textile and white-collar unions have the potential, and 
their progress, for reasons noted, is likely to be very slow. 

Labor in Politics 

American unions were never completely imified on political mat- 
ters, but the political split was never as deep as was the organizational 
one in the days of AFL-CIO competition. Except for the Communists, 
basic union political philosophies do not now differ materially from those 
of Samuel Gompers, but the tactics have, of course, been modernized. 

Gompers’ "voluntaristic” philosophy advocated separation of unions 
and political parties — ^but not union aloofness from politics. TIius, under 
Gompers’ leadership the AFL avoided involvement with any political 
party but attempted to throw its weight to any candidate with a pro- 
labor record or platform, and against those considered antilabor regard- 
less of the party to which the candidate belonged. 

The political program of most American unions has not varied sig- 
nificantly from the Gompers’ tradition. True, the CIO has always been 
more active in support of political candidates and policies than the AFL, 
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but the difference is one o£ degree rather than of kind. In 1943 the CIO 
organized a Political Action Committee, which played an important role 
in re-electing Mr. Roosevelt for a fourth term. Although the PAC did 
almost become an appendage of the Democratic Party, it did support 
some Republicans. In essence, its methods amounted merely to a stream- 
lining of the Gompers “reward your friends and punish your enemies" 
doctrine. For the PAC concentrated on electing candidates who had pro- 
labor records and avoided any attempts to found a labor party. Even in 
New York State, where the American Labor Party has existed since 1935, 
the ALP served, until its capture by the Communists in 1944, primarily 
as an endorser of candidates from the other parties. The Liberal Party, 
organized by non-Communists who left the American Labor Party in 
1944, has served the same purpose, although in city elections the Liberals 
have run their own candidates. 

After the enactment of the Taft-Hartley Act in 1947, the AFL or- 
ganized its Political Education League, which has since carried the AFL’s 
political message to AFL members and has helped to get out the labor 
vote. In 1952 the AFL made history by officially endorsing a presidential 
candidate, the Democratic nominee, Adlai Stevenson. Stevenson also en- 
joyed CIO official support but was defeated by Dwight D. Eisenhower. 

Despite this labor opposition, the Eisenhower administration ap- 
pointed Martin Durkin, president of the AFL Plumbers' Union, as Sec- 
retary of Labor. After 8 months, however, Durkin resigned, charging 
that the President had first agreed, then declined, to go along with some 
compromise amendments worked out by Durkin and others to amend the 
Taft-Hartley Act. Following this resignation, AFL and CIO attacks on 
the Eisenhower administration, which previously had been restrained, 
increased in intensity, particularly in regard to government curtailment 
of housing, public power, and other welfare programs long associated 
with the previous Roosevelt and Truman administrations. 

Again in 1956 organized labor, this time merged officially, endorsed 
the Democratic candidate Adlai Stevenson, who was defeated even more 
overwhelmingly by Mr. Eisenhower than in 1952. However, several im- 
portant labor leaders did endorse Mr. Eisenhower. Although the AFL- 
CIO is much more closely associated with the aspirations of the Demo- 
cratic Party than it is with the Republicans, there is no sign that labor 
will lose its identity or that the Democratic Party, in which Southern 
conservative elements are an important factor, will become a labor party 
as such. 

The most successful exponents of the Gompers “reward your friends 
and punish your enemies" position have been the railroad unions, which 



HISTORY OP THE AMERICAN LABOR MOVEMENT • 81 

have built the most effective political lobby of organized labor in Amer- 
ica. Operating through a co-ordinating body, the Railway Labor Execu- 
tives Association, to which most railway unions belong, railway labor 
has pursued an adroit policy which permits the support of any legislator, 
no matter what party and no matter how the legislator votes on gen- 
eral issues, so long as he votes "right” on railway labor issues. With a 
membership of 1 million, which is strategically located in almost every 
Congressional District, and which usually votes in a body in the pri- 
maries where small numbers count most effectively, railway labor has 
justly earned the reputation of delivering the votes. This fact, plus the 
importance of railway labor in many rural areas, which is traditionally 
"antirailroad,” has won railway unions the support of legislators whose 
general record is conservative and antilabor. 

In turn, by supporting pro-railway labor legislation, conservative 
legislators are assured of vital labor support without alienating a sizable 
part of their conservative constituents who are not adversely affected by 
such legislation, as they would be by general pro-labor legislation. As a 
result of this policy, railway labor has achieved a favored status in social 
security, in collective bargaining legislation, as well as a position which 
has not worsened no matter which of the major political parties is in 
power. 

The main criticism of the traditional Gompers policy is that it per- 
mitted a wide latitude of thinking as to what was a "pro-labor” record. 
In many campaigns, labor leaders have taken opposing sides. Even under 
the New Deal, such labor chiefs as John L. Lewis, president of the United 
Mine Workers, and William Hutcheson, president of the Carpenters, 
supported Republican candidates. Unified labor support of one party can- 
not be secured when neither of the two great political parties contains all 
liberals or all reactionaries; nor when organized labor itself is split. 

The only union group in recent years to attempt the formation of 
a separate political party has been the Communists. According to the late 
CIO President, Philip Murray, Communists were principally responsible 
for forming the Progressive Party in 1948, which sponsored the presiden- 
tial candidacy of Henry Wallace. Only the Communist-dominated unions 
backed Wallace in 1948, and within 2 years Wallace himself had dis- 
avowed the Progressive group. By 1952 the Progressive Party had lost 
whatever popular appeal permitted it to draw just over 1 million votes 
in the 1948 election. In retrospect, the 1948 activity of the Communists 
in the Progressive Party appears to have been an attempt to win the bal- 
ance of power in American politics and thus to influence American for- 
eign policy in favor of the Soviet Union. American unionists, like their 
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countrymen in other walks of life, were not fooled by the Communists, 
who failed in their endeavor. 

Labor Unions and Politics in the Future 

Despite their increased interest and activities in politics, American 
unions still rely primarily on economic action — that is, collective bargain- 
ing— rather than upon political action as a means of achieving gains for 
the membership. This is likely to continue to be the case if only because 
bargaining has been so successful. Having won so much through bargain- 
ing, there is no reason why unions would want to shift their tactics. At 
the same time, conscious that bargaining is aided by a favorable political 
climate, union officials are not likely to neglect political activities along 
the traditional lines of aiding those whom unions believe will be helpful 
to them. 

In this respect, unions are not different from corporations. Corpora- 
tion officials utilize primarily economic weapons, both in their dealing 
with labor and in the other facets of their business dealings. Like union 
officials, corporation officials are conscious of the political world about 
them and of the desirability of a favorable political climate. Corporation 
ofiicials have been very prominent in the Eisenhower administration. This 
is only natural, since their money and support were very prominent in 
the Eisenhower campaign, both to obtain the Republican nomination 
and the election. Lest it be assumed that labor unions are the only special 
interest group active in politics, it is well to remember not only the activi- 
ties of businessmen as here illustrated but also those of farm organiza- 
tions, the American Medical Association, and other professional societies, 
as well as a host of others, all of whom are laboring hard for a favorable 
political climate in which to carry on their basic economic activities. 

Because America remains a land of plenty, replete with opportunity, 
its labor unions remain conservative. Today, unions are as uninterested 
in socialization of business as they were in 1900. Likewise, the aims of 
American unions have not changed over the years. The words of Samuel 
Gompers could describe the basic aims today as they could 50 years ago — 
”the best possible conditions obtainable for the workers . . . more — al- 
ways more.’' If this sounds greedy, let us reflect that labor, no more than 
any other group, wants more wages just for wages alone. Rather wages 
are desired for what they can buy in material satisfactions and the future 
good life for the worker and his family. 

In refusing to accept the highest standard of living ever achieved by 
workers anywhere as being beyond improvement, American labor is fol- 
lowing the traditional footsteps of its forefathers. America has been built 
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by those who refused to be satisfied with the best that existed, and then 
did better. This applies to worker, businessman, farmer, and professional 
man. The worker who wants more wages, the businessman who goes 
after record profits, the farmer who seeks higher corn prices — all are 
acting like perfectly normal Americans. 

QUESTIONS FOR DISCUSSION 

1 . Discuss the characteristics of the American environment which have shaped the 
policies and activities of American unionism. 

2. If the Knights of Labor were formed today along the same lines as it existed in 
the nineteenth century, could it survive ? Why, or why not ? 

3. The Teamsters’ Union is aiming at 3 million members by I960. Do you think it 
will succeed ? What are some of the factors in its favor ? What are those against 
it succeeding ? 

SUGGESTIONS FOR FURTHER READING 

Brooks, George, et al. (eds.). Interpreting the Labor Movement. Industrial 
Relations Research Association, 1952. 

A symposium examining theories of unionization and the role of unions. 

Dulles, Foster Rhea. Labor Movement in America. Rev. ed. New York: 
Thomas Y. Crowell Co., 1955. 

An interestingly written one- volume history of trade-unionism. 

Under the guidance of your instmctor, read a book or a series of articles 
about unionism and industrial relations in a particular industry. How does the 
growth of unionism in the industry which you studied compare with the growth 
of unionism in the country as a whole? 
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UNION STRUCTURE 
AND GOVERNMENT 


The governments of American unions, like those of na- 
tions, run the gamut from democracy to dictatorship. The type and struc- 
ture of a union organization depend upon a wide variety of industrial 
and personal factors, and may have important repercussions both on union 
policies and on the economy as a whole. A knowledge of union structure 
and government is an essential background to the economics of labor. 

ORGANIZATIONAL STRUCTURE 

Union organization usually commences on either a "'craft” or "in- 
dustrial” basis, but it soon expands beyond these limitations. Craft unions 
are those which are organized on the basis of an occupation or trade re- 
gardless of industry. Thus the International Brotherhood of Electrical 
Workers takes into membership building-trade electricians, railroad shop 
electricians, shipyard electricians, and electricians wherever else they are 
employed. 

In contrast, an industrial union welcomes into membership employ- 
ees within an industry regardless of their occupations. The jurisdiction 
of the United Automobile Workers’ Union includes all workers in and 
around automobile plants, whether janitor, electrician, tool and die work- 
er, assembly worker, or whatnot. 

Today there are very few "pure” craft unions and not many indus- 
trial unions which have confined themselves to either a pure industrial 
setup or to a single industry. The 500 -member American Wire Weavers 
Protective Association, whose members work on fourdrinier wire used in 
paper making, is one example of a strictly craft organization. Other 
original craft unions have expanded on an industrial basis or have amal- 
gamated with other craft groups. Thus the Brotherhood of Electrical 
Workers also organizes workers in industries like radio, television, and 
electrical appliances and products on an industrial basis; the Carpenters' 

84 
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Union does likewise with furniture and lumber workers; and the Ma- 
chinists Union organizes industrial locals of aircraft workers. The Brick- 
layers Union retains its craft character, but it now includes not only 
bricklayers and masons but related craft groups of cement workers and 
plasterers. The plumbers and steamfitters likewise have joined together 
in one union instead of remaining separate craft organizations. 

Industrial unions also soon reach out beyond their original scope or 
group. The Amalgamated Clothing Workers started out in men^s cloth- 
ing, then branched out into cotton garments, laundries, and cleaners. 
Later, when men’s clothing factories began making women’s suits, the 
Amalgamated retained jurisdiction. Since rates were lower in some men’s 
clothing factories than women’s garment factories, this was the cause of 
no little ill feeling between the Amalgamated and the Ladies Garment 
Workers’ Union. Similarly, the Automobile Workers’ Union soon ex- 
panded from the automobile industry into agricultural equipment (man- 
ufacturers of which, for example, International Harvester, also make 
trucks) and then into the aircraft industry (automobile companies have 
often made aircraft parts) . In addition, the Automobile Workers’ Union 
has organized the tool designers, tool and die craftsmen, and other skilled 
trades working in shops doing business with the automobile industry. 

DETERMINANTS OF UNION STRUCTURE 

Many factors determine the structural character of union organiza- 
tion, but most important are the practical needs of organization in the 
light of technological and market developments. Often the factors are 
diflficult to separate. 

Technological and Market Developments 

Early organization was on a craft basis. The skilled workers could 
withdraw their labor and secure their demands without the aid of the 
unskilled. Technological development and the expansion of the market 
made this increasingly difficult in many industries. When skilled workers 
struck, they found that their helpers could take their place; or they found 
that related crafts or industries in other parts of the country took their 
place in filling the demand for the product. 

As these experiences occurred, skilled workers in many industries 
were forced to realize that their organization could not be effective on a 
narrow basis. This was accentuated by the wide American market and 
by technological developments. The size of the American market permits 
division of labor to a fine point, and technological development substi- 
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tutes machines for skilled as well as unskilled labor. Both the expanding 
market and the growing technology permitted rapid substitution of un- 
trained labor for skilled workers, or at least greatly reduced the impor- 
tance and percentage of skilled labor to semiskilled and unskilled in the 
factory labor force. 

In the light of these developments, organizational structure had to 
change to survive. Because the leaders of the AFL feared the influx of 
new members outnumbering the craftsmen more than they wanted to or- 
ganize, they attempted to keep their craft structure (already modified by 
circumstances in many cases by 1932) rather than to organize the steel, 
automobile, or rubber industries on an industrial basis. The revolt of the 
CIO unions forced the AFL leaders to yield to organizational realities, 
but only after the AFL had lost several basic industries to the CIO and 
the labor movement had been split. 

Changing organization patterns continue to be affected by chang- 
ing market and technological developments. For example, in 1952 the 
Brotherhood of Blacksmiths, Drop Forgers and Helpers called it quits 
as an independent organization and merged with the boilermakers and 
shipbuilders. When the Army abandoned the cavalry, and technological 
developments effectuated significant new changes in drop forges, what 
had begun when Henry Ford pushed Old Dobbin aside was finished. The 
Blacksmiths Union went the way of several old craft unions which tech- 
nology had outdated — it took its remaining members into a related or- 
ganization. Before so doing, it had evolved from a union of just one 
craft — ^blacksmiths — to an organization including both blacksmiths and 
skilled forge workers. Later the helpers of the craftsmen proved that they 
could replace the craftsmen in case of strike, so they were brought into 
the union. More recently, all forge workers were unionized; finally came 
merger with a larger union in allied fields. 

The NLRB and Union Structure 

Since 1935, a significant factor in organizational structure has been 
the rulings of the National Labor Relations Board under both the Wag- 
ner and Taft-Hartley Acts. Section 7 of the Taft-Hartley Act states that 
employees 'shall have the right ... to bargain collectively through repre- 
sentatives of their own choosing In other words, the choice of the 

workers, not that either of employers or union officials, now became the 
governing factor in union representation. 

Section 7 thus had the effect of removing jurisdictional rules from 
the hands of union leaders and placing them in the hands of the workers 

^ See Chapter 23 for a fuller discussion of these laws. Emphasis above supplied. 
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themselves and the National Labor Relations Board. For example, if a 
group of textile workers wish to be represented by the Rubber Workers* 
Union, and if the leaders of that organization are agreeable, they can 
petition the National Labor Relations Board for an election. The NLRB 
then decides who is eligible to participate in the election and holds it. If 
the workers vote for the Rubber Workers* Union, it is that union which 
is the legal representative of the workers for collective bargaining with 
which the employer must deal regardless of what union jurisdictional 
rules provide. 

In actual practice, of course, unions generally respect jurisdictional 
lines. For the Rubber Workers’ Union to take on a textile group would 
not be likely because it is not familiar with, nor equipped to handle, the 
special problems of textile workers. 

As noted in Chapter 2, the constitution of the AFL-CIO recognized 
the realities of jurisdictional control under the NLRB by, in effect, giving 
organized labor’s sanction not only to whatever jurisdiction a member 
union had successfully organized but also to contests among member 
unions for newly organized groups where two or more unions could 
demonstrate historical interest. The principle of exclusive jurisdiction as 
determined by the AFL died, in fact, in 1935 when the Wagner Act be- 
came law; the AFL-CIO recognized its burial in the merger agreement 
20 years later. 

The AFL-CIO constitution did not end either jurisdictional difficul- 
ties among unions or jurisdictional conflicts between the rules of the 
merged federation and the Taft-Hartley Act as interpreted by the Na- 
tional Labor Relations Board. To settle quarrels within the Federation 
itself, a board, headed by an outside impartial umpire, was established 
as part of the *‘no raiding” agreement which preceded the merger. This 
board, called the ”Cole Board,” after the umpire, David Cole, has had 
considerable success in reducing union raiding and jurisdictional dis- 
putes. 

Where, however, a raid wins the sanction of the NLRB, even the 
raiding union cannot call it off. In a case decided in August, 1957, the 
NLRB certified the Operating Engineers’ Union as a bargaining agent for 
a group of stationary engineers, although this group tried to withdraw 
from the case. At the request of the Operating Engineers, the NLRB or- 
dered an election among stationary engineers at a textile company where 
hourly employees, including the engineers, had been represented by the 
Textile Workers’ Union for 20 years. The Textile Union protested to 
the AFL-CIO Council, which ordered the Engineers’ Union to withdraw 
from the case. The latter complied and joined with the Textile Union in 
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asking the NLRB to dismiss the case. Meanwhile, an election had been 
held and been won by the Operating Engineers. The workers involved 
also opposed the withdrawal petition. So the NLRB certified the Oper- 
ating Engineers’ LFnion over its own objections because the law states 
that the workers involved, not the union, shall determine the bargaining 
agent. 

The decisions of the National Labor Relations Board affect union 
structure in other ways. For example, if the NLRB declines a union re- 
quest to separate skilled from unskilled workers, the petitioning union 
has the choice of opening its doors to the unskilled as well as the skilled 
or facing the possibility of losing the right, as a result of the adverse 
votes of the unskilled, of representing either skilled or unskilled. More- 
over, unions have been forced to take cognizance of the fact that once 
they are certified by a government agency as an exclusive bargaining 
agent, they must represent all the workers within the bargaining unit 
without discrimination. 

This does not mean that craft unions have to take on an industrial 
character because of rulings of the National Labor Relations Board. The 
NLRB, as we shall point out in Chapter 23, has always been careful to 
maintain the rights and jurisdiction of craft unions where that is desired 
by workers and where the craft is clearly a distinct work group. More- 
over, in a number of industries, such as shipbuilding, railroads, air-trans- 
port, printing, and building, organization has remained on a predomi- 
nantly craft basis. The craft unions in these industries have, however, in 
many cases widened their jurisdictions to include several classes, instead 
of one craft of workers. 

Deciding Jurisdictional Claims 

In many situations, union jurisdictional lines are not clear. In an 
industry organized along craft union lines, as the building industry, tech- 
nological change and the substitutability of one material for another lead 
to conflicting jurisdictional claims and to jurisdictional strikes — that is, 
strikes of one craft against another craft doing the work. On the outcome 
of such strikes depends which group of workers will do the work and 
perhaps which union will grow in strength and size. Often in history, 
conflicts over jurisdiction have led to eventual merger of the contesting 
organizations. In any case, the outcome of jurisdictional disputes has a 
significant effect on the structures of the organizations involved, for the 
structure conforms to the needs of the various groups in the union. 

A dispute over which union will represent workers is different from 
a jurisdictional dispute since no matter which union wins out, the same 
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workers will continue to work. Such a dispute is commonly decided by 
the National Labor Relations Board election procedure. In such instances 
the accidents o£ location often determine the result and therefore the 
union structure. 

Consider, for example, a metal fabricating company. If it is located 
in Detroit, where the United Auto Workers is strong, it will probably be 
represented by the UAW; if it were in Pittsburgh, the United Steelwork- 
ers would probably win bargaining rights; in Minneapolis, the Machin- 
ists, etc. In each case, the friends and relatives of the plant workers are 
likely to be in the dominant union of the area, and so that union is likely 
to be chosen by the workers in the metal fabricating plant to represent 
them. Union structure then develops according to the needs of members 
and the organization. 

DETERMINANTS OF UNION GOVERNMENT 

As a union grows and takes into membership workers with different 
interests, not only its structure but also its government are shaped to meet 
the needs of the members and to take advantage of the experience which 
develops. For example, the division of the membership along craft, in- 
dustry, racial, or geographical national lines often results in semi-autono- 
mous division within unions and in special provisions for representation 
for specific groups. Thus, the Textile Workers’ Union has separate de- 
partments for its cotton textile, woolen and worsted, rug and carpet, 
dyeing and finishing, and hosiery branches. Similarly, the Brotherhood 
of Railway and Steamship Clerks, Freight Handlers, Express and Station 
Employees is careful to elect officers who represent the various crafts. 
Failure to do so in the 1920’s led to a temporary secession of the express- 
men. 

The three-man local grievance committees of southern West Vir- 
ginia mines are often composed of one native white, one immigrant from 
vsouth-eastern Europe (or descendant thereof), and one Negro, thus giv- 
ing representation to the judicious mixture” of races and nationalities 
which employers in this area purposely employed at one time to forestall 
unionization. 

Traditionally union vice-presidents and regional directors are elect- 
ed with due regard to geographic representation. In addition, most unions 
have a special officer, either vice-president or regional director, for Can- 
ada. This process of satisfying various interests and areas is very simi- 
lar to the method adopted by the federal government in handing out 
patronage. 
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Administrative Determinants 

Practical administrative problems also determine union regulations. 
For example, unions discovered at an early date that strike control would 
have to be centralized to some extent if the unions were to be preserved. 
This proved necessary to prevent "quick on the trigger” locals from strik- 
ing on the slightest provocation and thus costing the union and members 
thousands of dollars for strike benefits, legal and publicity charges, etc. 
Strike control by national unions takes two forms. In many cases, no strike 
can be called without approval of the national union executive board. In 
others, any strike which is called without national union approval de- 
prives the strikers of strike benefits or other such national union help. 

The frequency of conventions in many unions is determined by 
financial situations. The growing tendency on the part of unions to have 
conventions once every 2 to 5 years instead of annually has been prompted 
in many cases by the high cost of conventions which may run well over 
a million dollars. In recent years about the only thing which President 
Walter Reuther and his opposing factions within the United Automobile 
Workers could agree upon was the desirability of holding conventions 
biennially instead of annually. The high cost of conventions brought 
agreement on this subject. Nevertheless, the rank and file, desirous of 
"keeping an eye on the bureaucrats,” voted down such proposals at UAW 
conventions until 1952 when the advocates of the annual convention lost 
out. 

The provision that the expenses of local delegates be paid from 
national treasuries is likewise dictated by financial considerations because 
many small locals cannot afford the cost of adequate representation if a 
convention is to be held in a distant place. However, less than 20 per cent 
of the national union constitutions examined provide for the payment 
of expenses by the national. 

Effect of Rival Unionism 

The development of rival unionism on a mass scale since 1936 has 
materially affected union government. In order to protect themselves 
against secession of locals, some unions, for example, the Glass Bottle 
Blowers Association, vested their executive officers with extraordinary 
power to expel or suspend local officers who have been flirting with rival 
unions. In many other cases the advent of rival unions forced existing 
unions to open their doors to members previously barred. For example, 
a number of unions which admitted only skilled workers (Flint Glass 
Workers and the International Holders and Foundry Workers’ Union ©f 
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North America) admitted unskilled workers in order to prevent the lat- 
ters’ organization by the CIO. A number of other unions, such as the 
Hotel and Restaurant Workers and the Commercial Telegraphers’ Union 
of North America, removed bars to Negro membership because of the 
threat of rival unions. On the other hand, the existence of a union with 
discriminatory racial policies has often caused a rival union which ordi- 
narily does not discriminate to soft pedal its equalitarian program in or- 
der not to alienate the dominant white membership. 

The Effect of Legislation and Court Decisions 

Union government, like union structure, is often shaped by laws or 
the decision of administrative bodies or courts. For example, the adoption 
of state antidiscrimination legislation has induced a number of unions 
to delete racial bars from their constitutions. Decisions of the National 
Labor Relations Board, placing certain groups of workers in bargaining 
units, have compelled unions to alter their admission policies, as we have 
already noted. Likewise the courts have ruled that union leadership did 
not have authority under the union constitution to take specific acts — for 
example, to expel a member. In a number of instances the union has 
thereupon amended its constitution, granting the officers additional au- 
thority. 

Imitative Elements 

Many union constitutional provisions result merely from the fact 
that the writers of the constitutions copy similar provisions from the con- 
stitutions of older organizations. The constitution of the first permanent 
union, the Typographical Union, was copied from that of the Right 
Worthy Grand Lodge of the Independent Order of Odd Fellows, and 
then gradually it was amended to suit the needs of the union. Likewise, 
nearly all the railroad union constitutions bear a strong resemblance to 
the constitution of the oldest — the Brotherhood of Locomotive Engineers, 

Power Elements 

A number of union constitutional provisions can only be explained 
by the desire to increase the power of given individuals or groups. Thus, 
the provision which was in the constitution of the Air Line Pilots As- 
sociation prior to 1948, and which gave one vote to each pilot and one 
vote to every two co-pilots, was clearly designed to insure pilot control. 
In the same vein for many years the International Brotherhood of Elec- 
trical Workers gave one vote per member in conventions to locals of 
craftsmen whose members are designated as Class A, but only one vote 
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per hundred members to industrial locals whose members are designated 
as Class B members. The Carpenters’ Union is even more discriminatory 
against industrial locals, permitting them only one vote per local in con- 
ventions as against one vote per member for craftsmen. These provisions 
were an important factor in the formation of rival organizations. 

Other union provisions are obvious instruments of individual or 
minority faction control. The vast powers given to the presidents of the 
United Mine Workers and the American Federation of Musicians as dis- 
cussed below are cases in point. 

How these various determinants of union government work out in 
practice can be better understood by looking at the operations of union 
government at the national, intermediate, and local levels. 

THE NATIONAL OR INTERNATIONAL UNION 

The '*top” organization of American unions is the national or in- 
ternational union. The officers of the national unions are selected either 
by a convention or by referendum; or by a combination of the two, where- 
by the convention nominates with the actual contest being determined by 
a referendum of the entire membership. 

Union constitutions generally provide for representation by local 
unions in convention on the basis of membership. In order, however, to 
prevent the large locals from being completely dominant, representation 
is sometimes on a graduated basis (for example, 1 delegate for every 
100 members, 2 for every 300 members, 3 for every 550 members, etc.) . 
In most cases the convention has complete power to amend the constitu- 
tion and bylaws, although a few unions require some or all such changes 
to be confirmed or rejected by referendum of the membership. 

Union conventions are usually held every two to five years, with a 
tendency toward the longer term especially as the union grows larger and 
the expense of holding a convention gets correspondingly greater (Fig 

3 )- 


The Referendum 

About one fourth of the country’s unions elect their officers by direct 
referendum (Fig. 4) . The referendum can be a useful tool in promoting 
union democracy, where the membership has a tradition of participation 
and a high sense of responsibility, such as in the case of the International 
Typographical Union; or where procedures for getting nominated and 
insuring fair and honest elections are carefully adhered to. A nonprofit 
organization, the Honest Ballot Association, is utilized to supervise bal- 
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FIGURE 3 

Frequency of Union Conventions 
194UNIONS=100«7o 17,513,798 MEMBERS=1007b 


NO PROVISION NO PROVISION .1% 



Source; National Industrial Conference Board, Inc., Handbook of Union Government, Structure 
and Procedures, 1955, chart 6. 


loting in many unions. The National Maritime Union, with its widely 
scattered membership, has achieved good member participation in bal- 
lots conducted by the Honest Ballot Association. In 1957 a relatively 
unknown steel worker, Donald C. Rarick, polled 223,000 votes against 
404,000 for the well-known United Steelworkers president, David J. Mc- 
Donald. Rarick’s support came largely from members protesting against 
McDonald’s "steamroller” tactics at the preceding union convention. 
There, a handsome salary increase had been voted to of&cers, including 
McDonald, after discussion had been cut off and considerable pressure 
exercised by officials favorable to this action. 

Although a referendum can, as in the case of the Steelworkers, per- 
mit a free expression of opinion denied at a convention, it is no real sub- 
stitute for a convention. Most union members do not take an interest in 
referendums so the decisions made as a result of them have largely been 
the decisions of active minorities who took the trouble to vote. And^ in 
the second place, the referendum denies the membership sufficient oppor- 
tunity for the type of discussion of the pros and cons of issues which 
features many union conventions. Finally, substituting referendums for 
conventions permitted a few unions, such as the Tobacco ^ST^orkers Inter- 
national Union and the International Hod Carriers’, Building and Com- 
mon Laborers’ Union, to go for periods of over 30 years without holding 
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a convention which, in turn, removed the incumbent officers from effec- 
tive challenge by potential opposition. 

National Union Officers 

Most national unions are officered by a president, a secretary-treas- 
urer, occasionally a director of organization, and one or more vice-presi- 
dents. The number of vice-presidents will be determined by many factors, 

FIGURE 4 

Election of Unions’ Presidents 

NO.OF UNIONS MEMBERSHIP COVEREO 

194 = 1007o 17,513,198 = 100 



Source: National Industrial Conference Board, Inc., Handbook of Union Government, Structure 
and Procedures, 1955, chart 5. 


e.g., whether regional directors bear that title. In addition, most unions 
have a national executive board which is theoretically the top governing 
body between conventions. Members of the executive board are often the 
regional directors or vice-presidents. 

In most unions the chief executive officer is the president, but in 
some instances other officials overshadow the president. The latter may 
be historical accident — e.g., following the British system, a few of the 
older unions, such as the Brewery Workers prior to 1948 or the Amalga- 
mated Meat Cutters and Butcher Workmen, designate the secretary-treas- 
urer as the chief executive officer. 

Although the president, or whoever the chief executive officer of 
the union may be, is almost always technically subordinate to the execu- 
tive board, more often than not he is likely to control it. There are, of 
course, exceptions. Thus, until his slate of candidates won control of the 
United Automobile Workers’ Executive Board in the 1948 convention, 
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President Walter Reuther of that union was almost completely ham- 
strung by an antagonistic executive board, which had effective power to 
curb his activities. 

In most cases, however, the constitutional power of the union’s chief 
officer is very great, and if he is a forceful personality he may reduce the 
executive board to complete subordination, as John L. Lewis has done in 
the United Mine Workers. 

Table 7 divides 115 international unions into three groups accord- 
ing to the powers granted in the union constitution to the chief executive 
officer. In general, ''routine power” means that the officer is under the 
general jurisdiction of the chief executive board; "considerable power” 
indicates few checks on executive conduct; "moderate power” is the in- 
termediate stage between the two. "The tests applied are the extent of 
appointive power, the limitations placed on the right to discipline sub- 
ordinate groups and members, and the checks that exist upon conduct. 


TABLE 7 

CONSmUTIONAL POWERS OF CHIEF EXECUTIVE OFFICER IN AMERICAN UNIONS 



Number of Unions 

Routine 

Power 

Moderate 

Power 

Considerable 

Power 

Total 

Former AFL affiliates 

13 

22 

39 

74 

Former CIO affiliates 

14 

9 

6 

29 

Unaffiliated unions 

3 

3 

6 

12 

Total 

30 

34 

51 

115 


Soukcb: Philip Taft, "The Constitutional Powers of the Chief Officer in American Laboc 
Umons," Quarterly Journal of Economics, Vol. LXII (1948), pp. 459-^. By permission of author 
and publisher. 


The divisions are somewhat arbitrary, for there is some difference granted 
by the different unions even within the three groups.”^ 

The data in Table 7 show a tendency on the part of American unions 
to grant increasing power to their chief executive officers. The large num- 
ber of unions formerly in the AFL which fall under the "considerable 
power” category indicates that as unions grow old the chief officer tends 
to assume more and more authority. The various reasons for this will be 
discussed in greater detail when we examine the tenure of national union 
officers and local union-national union relationships. Suffice it to point 
out here that the advent of national and regional bargaining, the neces- 

2 Philip Taft, *‘The Constitutional Powers of the Chief Officer in American Labor 
Unions,” Quarterly Journal of Economics, Vol. LXII (1948), pp. 459-60. 
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sity to co-ordinate local activities, and the wills of strong individuals have 
been the important factors in the concentration of union power. 

The unions which limit their president to "moderate power” gen- 
erally permit him to appoint organizers and representatives, interpret the 
union constitution, exert considerable influence on local unions and mem- 
bers, etc., but he is always subject to some check — most commonly appeal 
to the international union executive board and to the convention. The 
effectiveness of this check is, of course, a function of the degree of inde- 
pendence of the executive board. An executive board which is subservient 
to the president (which is not uncommon) can thus convert moderate 
constitutional power into considerable actual power. 

Unions which endow their chief official with "considerable power” 
may still place some checks on his actions. Thus the president of the 
Carpenters’ Union has vast authority including "the power to suspend 
any Local Union, District Council, State Council or Provincial Council 
for violating the laws or constitution of the union. His action is subject 
to appeal to the General Executive Board. The president can also con- 
solidate locals, suspend general officers pending trials, and order the dis- 
bandment of subordinate bodies he finds acting against the interests of 
the Union.”® 

On the other hand, a few officials, notably John L. Lewis, presi- 
dent of the United Mine Workers, and James Caesar Petrillo, president 
of the American Federation of Musicians, have almost unchecked union 
authority. 

Union presidents who have great authority often hesitate to use it 
for fear that local unions or individuals may appeal to the courts. The 
judiciary is, however, loath to interfere in union affairs and more often 
than not upholds union officials if they act within their constitutional 
power. The extent of union power can thus be "a dangerous instrument 
in the hands of fallible men . . . possession of it insulates leaders against 
criticism and unselfish opposition needed in a world of change. The con- 
duct of John L. Lewis in reducing a once-democratic union to a benevolent 
satrapy, where he is virtually a law unto himself, is an example of the 
danger of too much power.”^ 

Tenure of National Union Officials 

The tenure of national union officials has traditionally been long. 
Indeed, opposition to national union officials in election contests ‘is likely 
to be rare. An examination of 764 offices filled in 7 unions between 1910 

® p. 468. 

* Ibid., p. 471. 
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and 1941 found that 634 of the officers were uncontested. John L. Lewis 
has been president of United Mine Workers since 1920; William Hutche- 
son of the Carpenters from 1915 to 1952; Daniel Tobin of the Teamsters 
from 1907 to 1952; William D. Mahon of the Amalgamated Association 
of Street, Electric Railway and Motor Coach Employees of America from 
1893 to 1946; and so the list could be extended. 

In any election the incumbent has a tremendous advantage. He is 
already well-known to the membership, and his every action is news. The 
challenger must make himself known outside of his locality and must 
have an issue which differentiates him from the incumbent. Patronage, 
the union journal, and other avenues of communication are controlled by 
the incumbent. In the fairest of elections the challenger faces heavy odds. 

Unfortunately, many incumbents have used patently unfair means 
to retain authority. In 1926, John Brophy was allegedly counted out by 
tellers controlled by President John L. Lewis of the United Mine Work- 
ers. And when Brophy attempted to continue his opposition to Lewis, the 
latter secured the expulsion of Brophy and his lieutenants from the Union. 
No one has dared run against Lewis since then. *Tn 1936 J. W. Williams 
allowed his name to go before the convention of the carpenters’ union as 
a candidate for president to oppose the incumbent, W. D. Hutcheson. 
Soon thereafter Williams was forced out as president of the Building 
Trades Department, which is dominated by the carpenters’ union.”^ 

In a few unions, however, contests for the presidency have been the 
rule rather than the exception. Among these, the International Typo- 
graphical Union stands out for the number and vigor of officer contests. 
Only three times since 1898 has the ITU presidency been uncontested, 
and most elections have been determined by narrow margins. Elections 
in the much newer United Automobile Workers have been even more 
bitterly contested. Contests for national union office have also been fre- 
quent in the National Maritime Union, the United Rubber Workers, the 
American Newspaper Guild, and some other of the newer unions, but 
recently these newer unions have shown signs of developing unitary rul- 
ing machines. 

Despite the vigor of the competition for office in some unions, the 
trend is definitely toward long term in office. One official, Joseph Ryan 
of the racket-ridden International Longshoremen’s Association, got him- 
self elected for life, although he was later forced to retire because of 
' 'ill-health.” William Hutcheson went Ryan one better. He was president 
of the Carpenters from 1915 to 1952, when he stepped down to let his 
son, whom he had thoughtfully made vice-president some years before, 

^ Ibid., p. 251, 
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succeed him. Dan Tobin, president of the Teamsters from 1913 to 1952 
had several sons on the union payroll, but none was a match for Dave 
Beck who succeeded to the presidency when the elder Tobin passed over 
the reins. 

Whether a union selects officials at conventions where delegates 
vote or by referendum of the membership does not appear to make any 
difference in insuring or preventing opposition. The referendum is also 
utilized by the International Typographical Union whose officers have 
been unopposed for election only three times since 1898. Similarly, the 
vigorous democracy that features the United Automobile Workers has 
not been impeded by election of officers via convention delegates. On the 
other hand, many other unions, which also elect officers at conventions, 
rarely have a contest for a national elective office. 

An important influence in contesting union positions prior to World 
War I can be attributed to the vigorous socialist minority in many unions. 
Rarely in authority, but always on the alert, the socialists and their fellow 
radicals provided the membership with effective watchdogs whose com- 
petition and criticism were ever threats to power-grasping leaders. But 
they disappeared in the 1920’s. 

In some unions, however, socialist influence has failed to promote 
democracy. The Amalgamated Clothing Workers was organized in 1915 
under strong radical direction. But Sidney Hillman, its president from its 
organization till his death in 1946, never brooked any opposition. To a 
considerable extent, vigorous election contests in some of the new unions, 
e.g., the United Automobile Workers, have been between "left wing” 
factions in which Communists have played a major role and "right wing” 
groups in which non-Communist radicals— not unlike the pre-World 
War I socialists — have been prominent. 

On the other hand, radical influence of any type can claim little influ- 
ence in maintaining the record of the International Typographical Union. 
Rather the democracy of the ITU elections appears to be attributable to 
other factors; a fairly steady membership, local bargaining which limits 
the opportunities for intervention in the local’s affairs by the International 
officers, and the great interest manifested by the membership in the affairs 
of the union. In addition the ITU has developed a unique system of po- 
litical parties which keeps the political pot boiling so that the members’ 
interest is kept high. And the high intelligence and education of the 
average I'TU member stimulates interest in the government of the union. 

It must be emphasized that the factors which promote union oppo- 
sition to long-tenure officialdom in the I'TU may be thwarted. The In- 
ternational Printing Pressmen’s and Assistants’ Union is composed of 
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printing industry crafts who seceded from the ITU in 1889. Opposition 
to union officers in the Pressmen’s Union has been as infrequent as it has 
been frequent in the ITU. George Berry was president of the Pressmen 
from 1907 until his death in 1948. Opposition to him was rare, and when 
it arose it was quickly discouraged by his effective countermeasures, which 
included a constitution decidedly favorable to his maintenance of power. 

The long-term incumbency of top vmion officials is not unique in 
American life. Corporation officials likewise frequently are in power for 
long terms, and in other institutions the situation is undoubtedly similar. 
Long-term office holding has its advantages. In industrial relations it may 
promote stability and understanding between labor and management. A 
union official who does not fear for re-election may be in a position to 
act more realistically with management than one who must constantly 
bear in mind the effect of collective bargaining on his tenure. That ex- 
perience is a valuable asset, few would deny. 

Nevertheless, the advantages of active opposition appear to out- 
weigh the disadvantages. "Regardless of the merits or the capacity of an 
individual, the need to pass through the gauntlet of a periodic election 
makes him more responsive to the will of his constituents. Opposition in 
elections is a means of registering complaints against lazy or dishonest 
officers or those who fail to carry out the will of tire membership.’’® 

Appointive Officials 

In addition to elected officials, most national unions have a sizable 
staff of paid, appointed personnel. They include two groups: the special- 
ists or professionals, and the international representatives. The former 
are the lawyers, economists, statisticians, research and educational direc- 
tors, etc., which modern trade-union organizations must employ in order 
to engage in what has become the highly technical business of running a 
union and engaging in collective bargaining with management. The lat- 
ter nearly always come from the ranks of union members. 

Professional employees of unions sometimes become key figures in 
union administration or collective bargaining. This is especially true of 
lawyers. Ralph Helstein assumed such prestige for giving free legal ad- 
vice to workers during the depression and later as legal adviser of the 
former CIO Packinghouse Workers of America that in 1946 he was 
elected president. Usually, however, the lawyer remains in the background 
as a chief adviser of top officials. And if these officials fail to secure re- 
election, their lawyers and other professional advisers are usually swept 
out of office by the new administration. However important the advice of 

® p. 264, 
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professionals is to labor leadership, that advice can always be purchased 
as well from those whose loyalty is above question as from those who 
served the outgoing administration. With extremely few exceptions, pro- 
fessional personnel have discovered that working for a union permits 
even less deviation from the official administration line than does work- 
ing for government or business. 

International representatives have three main functions: first, they 
are assigned to organize unorganized shops in the union’s jurisdiction; 
second, they assist local unions in negotiations and collective bargaining; 
and, third, they act as political representatives of those responsible for 
their appointment. 

The first of the international representatives’ functions is self-ex- 
planatory, but the other two require further explanation. Much has been 
said and written about "interference” by national union officials who pre- 
vented local unions from settling controversies except on terms dictated 
by the national union. 

More frequently, however, the national union is a force for peace. 
Its officers know the costs of strikes and its staff builds up prestige by 
successful, peaceful settlements. Local union officers often are too fearful 
of the consequences of their actions and too inexperienced. Frequently, 
the local officers get out on a limb from which they cannot rescue them- 
selves. At this point, the international representative can step in and use 
the prestige of the national union to sell the membership on the fact 
that the local leaders have secured a very good deal despite the fact that it 
is less than was promised. 

The collective bargaining duties of the international representa- 
tive may also include a wide variety of assignments which service local 
unions. In performing these duties, the international representative meets 
many union offickls and members. And through these contracts, he en- 
gages in his political function. 

International representatives have little job security, although they 
may win it for the rank and file through collective bargaining. Theirs is 
a political appointment (which does not cast aspersions on their abili- 
ties) , and they must aid the political fortunes of those who appoint them 
if they are to retain their jobs. 

The merger of the AFL-CIO added additional insecurity to the jobs 
of the international representatives employed directly by the federation 
since the combined organization, as is the case in any merger, does not 
need a staff equal to the staffs maintained by both groups prior to the 
merger. In the latter part of 1957 these AFL-CIO organizers, fearful of 
their future, formed a union of their own to bargain with the federation 
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about wages and job security. After duly deliberating their request for 
recognition, the AFL-CIO Executive Council rejected recognition on the 
grounds that international representatives, unlike office or clerical em- 
ployees, are part of the management of the AFL-CIO and therefore not 
eligible to join unions.'^ 

The power of patronage in government is always an important 
weapon in the hands of the incumbent. So it is in a union. A union official 
who gave no heed to politics would not last long in office. He must make 
friends in order to assure his re-election. One of the best ways to do that 
is to appoint people to jobs who have contributed to his success, and who 
will continue to work for his interest. The international representative is 
thus the political emissary of the person responsible for his appointment. 
For basically the union is internally a political organization. It could not 
be otherwise if it is to be in any way democratic. And no democracy or 
dictatorship has ever been managed without “political machines” built 
upon a patronage foundation. 

INTERMEDIATE UNION GOVERNMENT 

To co-ordinate the activities of local unions, and to act as an inter- 
mediary form of government between the local and national, most unions 
have established what are termed regional offices, district councils, joint 
boards, etc. In industrial unions the regional office is the most common. 
Its jurisdiction varies with the concentration of the industry. For exam- 
ple, the state of Michigan is divided into numerous regions by the United 
Automobile Workers, and the rest of the country has proportionally many 
fewer because the industry is concentrated in and around Detroit. Simi- 
larly, the districts of the United Mine Workers are contiguous with the 
various coal fields; those of the United Steelworkers are heavily concen- 
trated in the Pittsburgh-Ohio Valley area; and those of the United Rub- 
ber Workers follow the concentration of the rubber industry in Akron, 
Ohio. 

Building-trades unions, which are organized on a craft basis, fre- 
quently have all local unions in an area represented in a co-ordinating 
district council. The garment unions call a similar organization a joint 
board; railroad unions generally co-ordinate their locals on a single rail- 
road in what they call a system federation. 

Whatever the name, the general purpose of these intermediate 
forms is the same: co-ordination of local union activities and joint ac- 
tion of locals in dealing with management. Generally, the regional office 

Daily Labor Report, July 7, 1957. 
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is headed by an official elected either by the entire union membership or 
by the membership of the district or region only. In some unions, regional 
chiefs have the title of vice-president; in others, such as the building 
trades, the head of the district council may be merely the secretary-treas- 
urer of that council. In any case, the regional office is an important union 
position which many local union officials covet. The turnover in regional 
officers is less frequent than in the local officers, and the former jobs carry 
considerably more prestige in most instances than do local offices. 

Regional officers of unions sometimes have a paid staff of organizers 
or regional representatives, and in some unions they also include a pro- 
fessional staff of lawyers, statisticians, educational directors, etc., whose 
functions are similar to personnel attached to the international union 
offices. 

THE LOCAL UNION 

The government of unions may be likened to that of the Ameri- 
can nation. At the bottom of the structure is the local rmion with func- 
tions somewhat similar to the municipality. In the intermediate stages are 
union regional offices, joint boards, or district councils, which are com- 
parable to the states. And at the top is the international or national union, 
which compares with the federal government. 

The local union is the part of union structure which the member 
contacts directly. The conduct of affairs on the local level is thus fre- 
quently the means by which the member judges his union. Like the gov- 
ernment of municipalities, there is much in local union government which 
is heartening to those interested in democratic ways, and much that is 
unsavory, and the latter, as in municipal affairs, is most often attributable 
to the failure of the citizenry, or members, to concern themselves with 
the conduct of their organization. In short, local union government, like 
municipal government, too often depends on the character of the small 
minority who are willing to bear the burden of operating the organiza- 
tion. 


Local Jurisdiction and Size 

The jurisdiction and size of local unions do not follow a fixed pat- 
tern. Most commonly, the local has jurisdiction over a single plant, and 
thus the size of its membership depends upon the size of the plant. The 
world’s largest local is No. 600, United Automobile Workers, which has 
jurisdiction over the 60,000 workers employed in the River Rouge (near 
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Detroit, Michigan) plant of the Ford Motor Company. Other one-plant 
locals have only 10 to 100 members. 

There are, however, many variations from the one-plant local. Craft 
union locals commonly have jurisdiction over an area. Thus, the Brick- 
layers’ Local No. 1 of Louisiana is composed of all union bricklayers in 
New Orleans. In larger cities, like New York or Chicago, two or three 
such locals may divide the jurisdiction. 

Local union membership may also be divided on racial or national 
lines. Thus in many Southern cities, building-trades mechanics are found 
in separate racial locals. In New York, certain locals of the International 
Ladies Garment Workers’ Union are confined to Italian-Americans. Lo- 
cals of Mexicans or Orientals are sometimes found in the Southwest and 
in the Pacific states. 

Industries in which average plant employment is small are frequent- 
ly characterized by multiplant locals. Thus in the Detroit tool and die 
jobbing shops, which employ an average of less than 25 employees per 
shop, two United Automobile Workers’ locals have jurisdiction — No. 
155 on the East Side and No. 157 on the West Side. In such cases one 
shop is considered too small to function as a unit. 

Multiplant locals may also develop for other reasons. A separate 
local of the United Automobile Workers has jurisdiction over all auto- 
mobile plant office workers in the Detroit area, apparently because it is 
thought that the peculiar problems of white-collar personnel are better 
handled through a centralized local than through the plant locals which 
contain mainly production employees. A number of unions have amalga- 
mated locals which are quite large, apparently to centralize control. Al- 
legedly this has been a method by which a Communist minority has been 
able to control large sections of the International Longshoremen’s and 
Warehousemen’s Union. Under the amalgamated system, each plant in 
the large locals is represented on an executive board. Control of the ex- 
ecutive board secures control over all plants. By concentrating all their 
strength on a few small plants, the Communists have won a majority on 
the amalgamated executive boards and hence have complete control over 
the local. Other factions in different unions have also used the amalga- 
mated technique to strengthen their position. 

Local Union Officers 

If a local union is small, it usually cannot afford full-time officials. 
In such cases, its officers work at their jobs but, by agreement with man- 
agement, take time off for union business. The union compensates them 
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only for actual expenses, which include time off from their jobs at the 
job rate. In many instances, the international union assigns a full-time 
representative to aid local unions in the conduct of their affairs. The in- 
ternational representative is of special importance where the local cannot 
afford full-time officers of its own. 

The larger local unions usually have one or more full-time officials 
who are compensated completely from the local treasury. The top-ranking 
official may be the president, or the latter may be only a figurehead with 
chief power in the hands of a business agent or manager, or a secretary- 
treasurer. Custom, accident, and the strength of individuals who have 
occupied, or are occupying, these positions are the determining factors. 

Only the largest local unions can afford appointed officials to assist 
elected ones. A few of these do, however, have organizers and other 'lo- 
cal representatives” on their payroll. Such appointees help organize new 
shops, assist in negotiating and administering collective bargaining con- 
tracts, and aid the union political fortunes of those elected officials who 
are responsible for their appointment. They function on a local basis 
similarly to international representatives on a national basis. 

Duration of Local Union Office 

Most commonly, local officials are elected for a term of 1 year, al- 
though a few larger locals have biennial elections. In contrast to the situ- 
ation in the national union, the turnover of local officials is high. This is 
especially true in the smaller locals where the leaders and the member- 
ship are close and challenges to local leadership do not involve expensive 
campaigning. On the average, it is not likely that the tenure of local office 
exceeds 2 to 4 years. Some of the turnover is accounted for by advance- 
ment to higher union positions; some by the fact that local union officials 
often accept managerial positions — for example, become foremen; but 
most of the turnover is accounted for by the desire of the electorate for 
a change in administration. 

Local union officials often have few compensations for their jobs. 
Their salaries as a rule are not particularly high, and often not very much 
in excess of what they can earn as workers. There are, of course, excep- 
tions, with some local officials inordinately overpaid. In the main, how- 
ever, status is likely to be more important for the full-time official, for 
full-time union work is more appealing to many than a factory job of 
equal pay. Against that, however, are the long hours, the necessity to 
work nights when factory employees are free, and the constant reminder 
that tenure in office is likely to be short. The fact that most local union 
officials work hard with little compensation beyond the satisfaction which 
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they derive from their positions has earned them the respect of workers 
and neutral observers. One surprised worker who had apparently read of 
sensational “union graft” attributable to a few union officials wrote, after 
a local union leader had declined a gift for a service rendered: “I ex- 
pected to pay off Sam [the local business agent]. . . . He was untouchable, 
however, and would not take so much as a box of cigars. He wanted my 
respect, my loyalty, and my support, no more. I was surprised, because I 
fully expected to have to bribe [him]. . . . My respect for unions . . . 
commenced when I discovered that union leaders could be sincere, help- 
ful, and friendly fellows. [The local business agent] was not at all like 
the corrupt 'union bosses’ I had imagined.”^ 

The Shop Steward 

Besides compensated officials, nearly all local unions have shop 
stewards or committeemen who are the union representatives in the plant. 
They are usually elected by the group which they serve. These oSicials 
work full time at their jobs, but in addition they collect dues, handle 
grievances with management foremen, and generally look after union 
affairs in the shop. They carry the union’s message and represent the 
union in its daily contacts with members. Their relations with foremen 
often determine the type of industrial relations which exists in a plant; 
for whatever may be union-management relationships at the top level, 
stewards and foremen are the persons who must carry it out on the shop 
level where it counts. 

Local Union Meetings 

The business of the local is generally conducted at meetings which 
are either called by local officials or are held at stipulated intervals. Un- 
fortunately, these meetings are not, as a rule, well attended. The average 
union member takes his responsibilities as a member lightly. After a hard 
day’s work, he is much more likely to stay home with his family or to 
engage in recreational pursuits than to attend a union meeting which may 
be quite unexciting. 

In making light of his membership responsibility, the average union 
member is a typical citizen. Most of us are little concerned how or by 
whom our local government is run. Few stockholders of corporations 
even inquire of their rights, let alone exercise them. The general attitude 
is to permit affairs of union, corporation, or town to be handled by those 
willing to do the work. Only in times of crisis is the electorate aroused. 

* John Worker (a pseudonym), "My Union— An Inside Story,’’ Harvard Business Re- 
view, Vol. XXVI (1948), p. 109 
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Crises may be caused by economic factors beyond the control of local 
officials; by the rise of another "active minority”; or by malfeasance in 
office. Interest is then aroused, members take sides, and meetings become 
well attended. The new group may succeed in a house cleaning, and the 
local may gain or suffer as a result; but the interest, as in other organiza- 
tions, is not sustained once the contest ends.® 

UNION FINANCE 

Operating a union in modern American society is an expensive un- 
dertaking. Officer and employee salaries, office rent, traveling expenses, 
postage and other communication costs, publicity, legal and research ac- 
tivities are some of the daily routine expense which must be met. In 
addition, a reserve must be built up; for a long strike with its increased 
demands on ordinary services, plus tlie costs of strike benefits, extra legal 
and publicity help, etc., can drain the union treasury of several million 
dollars. The United Automobile Workers strike against General Motors 
in 1945-46 and the United Steelworkers strikes against major producers 
in 1952 and 1956 are cases in point. 

Dues and Fees 

The funds necessary to operate a union and to service its member- 
ship come primarily from the monthly dues paid by the membership them- 
selves. In addition, unions derive income from initiation fees and assess- 
ments, also paid by members, and from government bonds, property, or 
other securities in which excess or reserve funds are invested. 

In general, the older unions have the highest dues and initiation 
fees. There are two reasons for this. First, those unions are primarily craft 
organizations composed of skilled workers. They combine high-earning 
potential with work-scarcity consciousness. To a large extent, high dues 
and fees are justified by these unions on the grounds that newcomers 
should compensate the union which has raised wages and standards in 
the craft, especially since the present high wages permit "Johnny-come- 
lately” to pay his share so easily. A high initiation fee also seems to dis- 
courage applicants and thus give union men a greater part of the avail- 
able work. The use of the initiation fee as an exclusionist policy is only 
feasible if entrance to the trade can be controlled by the union. With a 
few exceptions, only craft unions can exert such control. An industrial 

® For a fascinating story of how an "active minority” runs a professional society, see 
Oliver Garceau, Tie Pohtical Life of the American Medical Association (Cambridge, Mass.: 
Harvard University Press, 1941). 
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union which depends for its bargaining strength on organizing all em- 
ployees of the industry or firm would defeat its purpose by raising its fees 
very high. 

The second reason why dues and fees tend to be higher in the older 
unions than in the newer ones is the greater stress by older organiza- 
tions on union-sponsored benefit systems. Many of the older unions have 
always paid death benefits, and some also pay disability, old age, and 
sickness benefits as well. A few, the Big Four railroad brotherhoods in 
particular, have elaborate life insurance schemes. Dues and initiation fees 
in such unions are higher because they include the contributions of mem- 
bers to benefit plans. 

Welfare programs developed by the newer unions do not directly 
affect union dues and initiation fees. Usually, these programs are the re- 
sult of collective bargaining and are paid for either by direct payroll 
deductions on employees plus an employer contribution or by the latter 
alone. 

After a careful analysis, the National Industrial Conference Board 
estimated that, in 1955, 194 unions, including 98 per cent of union mem- 
bers in the United States, had an annual income from dues of $475 mil- 
lion with an additional $25 million in initiation fees and assessments. 
(See Table 8.) Although these figures seem high, the average dues are 
around $3~6 per month. 

Initiation fees are somewhat higher, varying from double the 
monthly dues to much higher. Many of the older craft unions charge 
$100 for an entrance fee, usually payable in installments. Where initia- 
tion fees of over $100 or even $1,000 have been asked, e.g., in some of 
the skilled crafts of the movie industry, such fees are actually bars to 
admission rather than actual charges. 

The extent of union assessments varies considerably. Generally, they 
occur as a result of an emergency expenditure or for an organizing cam- 
paign. In 1943 the United Automobile Workers, in a referendum, voted 
an assessment to help organize the aircraft industry; in 1946 the UAW 
voted one to defray costs of the General Motors strike; and in 1955 to 
build up its treasury in case of a strike at one of the major automobile 
companies — ^which did not take place. More autocratic unions permit the 
chief executive officer and/or the executive board to levy assessments, 
sometimes with limits as to amount and number in a given period, and 
occasionally without even these safeguards. 

Union fees tend to vary somewhat with employment conditions. 
Usually, craft union initiation fees rise during depressions in order to 
preserve available work for members and decline somewhat when jobs 



TABLE 8 

What Unions Get from Their Members 



Ortfortd 

Minimum 

Monlhly 

Annuot Income 
From Duet 

Vnton 

Mtmbtnhip 

Ou.t 

(at minimum) 

Actors Equity 

6,695 

52 00 

$160,680 

AFTRA 

20,000 

No minimum 

60,000 

Musical Artists 

2,000 

$2 50-513 33 

Chorus Equity 

^,500 

51 50 

81,000 

Screen Actors 

8,000 

No minimum 


Agriculturol 

8,500 

$1 50 

153,000 

Pilots 

9,500 

55-525 

570.000 

Airline Com- 
munications 

1,500 

52 00 

36,000 

Asbestos Worker 

8,000 

Locals determine 

42,543,510 

UAW-CIO 

1,418,117 

$2 50 

UAW-AFL 

100,000 

$2 00 

2,400,000 

Bakery Workers 

172,000 

$1 85-52 70 

3,818,400 

Barbers 

70,000 

$3 00 

2,520,000 

Berber & Beauty 

5,000 

$2 00 

120,000 

Boilermakers 

150,000 

$2 25-52 75 

4,050,000 

Bookbinders 

54,000 

Locals determine 


Brewery 

62,000 

$2 00 

1,488,000 

Bricklayers 

100,000 

No minimum 

828.000 

Brick & Clay 

23,000 

$3 00 

Bldg Service 

205,000 

$2 00 

4,920,000 

Corpenters 

750,000 

$1 25 

1 1.250,000 

Chemical 

Workers 

91,001 

$2 00 

2,184,024 

Cigar Makers 

10,000 

$1 50 

180,000 

Cleaning & Dye 

20,000 

Locals determine 


Clothing Workers 

385,000 

Locals determine 


eWA 

330,000 

Locals determine 


Coopers 

4,200 

locals determine 


Die Sinkers 

4,000 

52 50-53 00 

120,000 

Dishllcry Workeri 

25,000 

$2 50 

750,000 

lUE 

317,655 

$2 50 

9,529,650 

IBEW 

625,000 

51 20-54 00 

9,000,000 

Elevator 

Constructors 

10,000 

Locals determine 


Operating Eitgri. 

187,180 

$2 00 

4,492,320 

Technical Engrs. 

15,000 

$1 50 

270,000 

Federal 

Employees 

100,000 

$7 00 per year 

700,000 

Fire Fighters 

84,000 

Locols determine 


Firemen & Oilers 

60,000 

$2 00 

1.440,000 

Flight Engrs. 

1,550 

Locals determine 

Foremen 

20,000 

$1 50 

360,000 

Furniture 

50,000 

$2 00 

1,200.000 

GormentWorkers 

40,000 

$2 00 

960,000 

ILGWU 

439,277 

$1 72 

9,066,677 

Gloss Workers 

47,150 

1 V« of wages 

Flint Gloss 

Workers 

35,000 

1 V« of gross 
earnings 


Glove Workers 

3,000 

$1 50 

54.000 

Gov't Employees 

60,000 

7H 

540,000 

Grom Millers 

35,000 

$2 00 

840,000 

Plant Guards 

7,000 

$2 50, 

210,000 

Guards Union 

5,200 

No minimum 

Handbag 

Wo/keri. 

32,000 

$2 50 

960,000 

HoHerS 

35,000 

40(-50f 

168,000 

Hod Corners 

386,000 

$1.00 

4,632,000 

Hosiery Workerr 

30,000 

$2.15 

$774,000 

Hotel Employees 

413,446 

$2 so 

12,403,380 

Insurance Agent- 

15,000 

$3 00 

540,000 

Insurance 

Workers 

12,000- 

$3 00 

432,000 

iron Workers 

141,000 

Locals determine 

Jewelry Workers 

17,136 

$2 OO 

411,264 

Lathers 

15,000 

Locals determine 

Laundry Workers 

100,000 

$2 50 

3,000,000 

Letter Carriers 

103,000 

Locals determine 


Rural Letter 
Carriers 

36,273 

Locols determine 


Lithographers 

29,350 

$3 50 

1,232,700 

locomotive Engrs, 

77,197 

Locals determine 

locomotive 

Firemen 

100,000 

No minimum! 


lU-Ind. 

65,000* 

Locals Determine 


Longshore-AFL 

15.000* 

$2 50 

450,000 

IIWU 

65,000 

Locols determine 

Machinists 

848,794 

$1.00-52 00 

10,185,52® 

Maintenance of 
Way 

240,000 


1,680,000 

Marine Engrs. 
Morine & 

12,000 

55 00 

720,000 

Shipbuilding 

55.000 

$3.00 

1,980.000 


Minimum Aitnuaf Income 



Declared 

Monthly 

from Duet 

Unlen 

Member»J)ip 

Dow tot minimum^ 

NMU 

43,500 

$5 00 

2,610,000 

Mosters, Motes, 
Pilots 

9,000 

$4-00-$5 00 

432,000 

Meat Cutlers 

250,000 

75( 

2.250,000 

Mine, Mill 

100,000 

$1 00 

1.200,000 

UMW 

600,000 

$4 00 

28.800,000 

Molders 

84,000 

$2 00-53 50 

2,016,000 

Musicians 

248,109 

Locals determine 


Newspaper Guild 

27,000 

$1 50 

486,000 

News Deliverers 

4,022 

$7 50 

361,980 

Office Employees 

50,000 

$2 00 

1,200,000 

Oil, Chem & 
Atomic 

162.000 

$2 00 

3,888,000 

Packinghouse 

132,000 

$2 00 

3,168,000 

Pointers 

208,189 

25(£-$3 00 

624,567 

Popermakers 

74,000 

Locals determine 


Poperworkers 

50,000 

$1 50 

900,000 

Pulp, Paper, 
Sulphite 

148,853 

$2 00 

3,572,472 

Pattern Makers 

12,000 

$3 00 

432,000 

Photo Engravers 

16,032 

No minimum 


Plasterers 

60,000 

Locals determine 


Plumbers 

201,343 

$2 25 

5.436,261 

Postal Clerks— 
AFL 

115,000 

Locols determine 

Postal Clerks— 

Ind 

38,000 

Locals determine 


Postal 

Supervisors 

19,887 

Locals determine 


Postol Transport 

28,000 

$5 75 

1.932,000 

Dist Postmasters 

20,000 

$4— $8 a year 

960,000 

Potters 

30,000 

No minimum 


Pressmen 

98,000 

Locals determine 


Radio Assn. 

2,000 

$10 00-$! 6.67 

240,000 

RR Signalmen 

15,500 

$2.00 

$372,000 

RR Telegraphers 

66,000 

75<-$l 50 

594,000 

RR Trainmen 

207,439 

locols determirve 


RR Yardmasters 

4,500 

$4 00 

216,000 

RR Carmen 

106,700 

$2 00-$2 50 

2,560,800 

RR Conductors 

32,000 

Locals determine 


RR Patrolmen 

3,275 

$1 50 

58,950 

RR & SS Clerks 

356,540 

$2 00 

8,556,960 

Retail Clerks 

250,000 

$2 00 

6,000,000 

RWDSU 

140,000 

$2 00 

3,360,000 

Roofers 

13,000 

$3 00 

468,000 

Rubber Workers 

185,988 

$2 00 

4,463,712 

SlU 

70,000 

Affiliotes defer. 

SUP 

1 0,000 

$5 00 

600,000 

Sheet Metal 

32,000 

$3 00 

1.152,000 

Shoe Workers 

60,000 

$2,50 

1.800,000 

Boot & Shoe 

50,000 

$1 75 

1.050,000 

Shoe & Allied 

6,925 

$172 

142,932 

Porters 

14,000 

$4 00 

672,000 

Stage Employees 

42,000 

$1.85 

932.400 

State, City & 
Town 

14,000 

No minimum 


Stote, County & 
Miin 

100,000 

$1.50-$2.00 

$1,800,000 

Steelworkers 

1,250,000 

$3 00 

45,000,000 

Stereotypers 

10,500 

locals determine 

Stone Workers 

16,000 

$3 00 

576,000 

Stove Mounters 

10,250 

$3 00 

369,000 

Street & Motor 
Coach 

200,000 

$2 00 

4,800,000 

Switchmen 

10,100 

$1 65-59,18 

199.980 

Teachers 

50,000 

Locals determine 

Teamsters 

1,300,000 

$3 00 

46,800,000 

Telegraphers 

33,705 

S0j:-$1.50 

202,230 

UTWA-AFL 

100,000 

$3 00 

3,600,000 

TWUA-CIO 

361,970 

$3 23 

14,029,957 

Tobacco 

32,000 

$1.50 

576,000 

Toy Workers 

10,000 

Locals determine 

Train Dispotefiers 

4,000 

83#-$l 54 

39,840 

TWU 

110,000 

$2.50 

3,300,000 

Typographers 

97,741 

Locals determine 

Upholsterers 

55,000 

$2 00 

1,320,000 

Utility Workers 

80,000 

$1.00 

960,000 

3^94,024 

Woodworkers 

137,251 

$2.00 


* Bureau of Labor Statistics Figures. 

Data. National Industrial Conference Board, Inc. 

Source: Reproduced from Business Week, January 7. 1956. by permission, McGraw-Hill Book Co. 
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are plentiful. Industrial union fees are usually more stable, since they do 
not generally function as an instrument of admission policy. Dues tend 
to be more stable than initiation fees for both craft and industrial unions. 

The Problem of High Fees 

Generally, complaints of high union fees refer to initiation fees 
rather than to dues. Moreover, as has been pointed out, the basic problem 
is admission policy and not initiation fees. Any legal attack on what is 
considered antisocial union fees must be directed to the root of the prob- 
lem — the extent to which unions should be permitted to exclude persons 
from employment by excluding them from the union. 

There is no one criterion for a *‘too high” initiation fee. One hun- 
dred dollars appears a quite reasonable fee for the Air Line Pilots Asso- 
ciation, whose members may earn more than $10,000 per annum; the 
same fee is outrageous when charged by the Hod Carriers’, Building and 
Common Laborers’ Union or the International Longshoremen’s Associa- 
tion. A fee is large or small relative to the benefits expected, which in- 
clude primarily prospective earnings. 

Most union fees are not excessive by this standard. The main ex- 
ceptions are found in the building and amusement industry unions. In 
these industries, union power is great and union control over jobs extra- 
ordinarily complete. Those who are in the unions are thus afforded an 
unusual opportunity to inflict heavy charges on such applicants as they 
permit to join. 

Section 8^ (5) of the Taft-Hartley Act makes it an unfair labor 
practice for a union to charge ''excessive or discriminatory” fees. The Act 
further requires the National Labor Relations Board to consider "among 
other relevant factors, the practices and customs of labor organizations 
in the particular industry, and the wages currently paid to the employees 
affected” in determining whether a fee is excessive or discriminatory. 

There has been little experience with this provision of the Taft- 
Hartley Act, but if jobs become scarce, perhaps more complaints will be 
filed. Certainly this seems a reasonable approach to the question of high 
fees. 


Salaries 

Although the push for higher wages is the principal reason for the 
existence of the union movement, unions themselves are not distinguished 
as high-salaried organizations. The average union staff member receives 
considerably less than his counterpart in industry. Actually, union oflicials 
are paid on the more modest scale which typifies employees of other non- 
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no • 

profit institutions. Of course, the income of the union representative is 
usually greater, often substantially, than he would earn in his trade. Usu- 
ally, however, the prestige and interest of office, and not the money, are 
the lures which impel a man to seek union office. 


TABLE 9 

Union Officials: Who They Are, How Much They Are Paid, 
How They Are Elected 


UNION 

MEMBERSHIP 

OFfICERS 

^ SAiARt , . 

OTHER 

PAY 

YEARS 

IN 

OFFICE 

HOW 

EUCTED 

TERM IN 
YEARS 

Rollway Clerks 

293,500 

George Harrison 

.idOiOllO : 

$ 4,719 

29 

Convention 

4 

Operating Engineers 

200.000 

William E Maloney 

' : ' 

$ 5,000 

17 

Referendum 

4 

Teamsters 

1,231,000 

Dave Beck 

$50,600 V 
^ $50,600 1 

$ 9,194 

5 

Convention 

JS 

Teamsters 

1,231,000 

John English (Sec.) 

— 

n 

Convention 

5 

Mine Workers 

Not Reported 

John L. Lewis 

: $50,ooo'j^ 

' $50,000"? 

— 

37 

Referendum 

2 

Steelworkers 

1,194,000 

David McDonald 

— 

4 

Referendum 

2 

Iron Workers 

139,462 

J H. Lyons 

' ,541,650/ 

... 

9 

Convention 

4 

Hod Carriers 

433,125 

Joseph Moreschi 



31 

Convention 

5 

Sheet Metal Workers 

50.000 

Robert Byron 

' 537,525' 1 
^ 535^2^'5 1 

... 

18 

Convention 

4 

Plumbers 

240,720 

P. T. Schoeman 

— 

1 

Conventior* 

4 

Carpenters 

804,343 

M. A. Hutcheson 


$ 2,555 

5 

Referendum 

4 

Retail Clerks 

Maintenance of Way 

265,000 

James Suffridge 


- 

13 

Referendum 

4 

Employees 

219,191 

T C. Carroll 



10 

Convention 

3 

Bricklayers 

147.157 

Harry C. Bates 


- 

21 

Convention 

4 

' $20,000 — $30,000^ 









Printing Pressmen 
Distillery Workers 
Stage Employees 
longshoremen {ILA) 
Screen Actors 

Firemen & Engmemen 

Television & Radio Artists 

Machinists 

Jewelry Workers 

Communications Workers 

Garment Workers 

Musicians 

Plasterers 

Bookbinders 

Electrical Workers (lUE) 

Firemen & Oilers 

Auto Workers 

Electrical Workers (IBEW) 

Meat Cutters 

Boot & Shoe Workers 

Oil, Chemical Workers 

Clofhing Workers 

Boilermakers 

Building Service Emp!, 

Railway Carmen 

$15,000- $20,000 

Railroaa Trainmen 
Laundry Workers 
Maritime Union 
Hotel & Restaurant 
Asbestos Workers 
Gram Millers 
Chemical Workers 
Roofers 

Textile Workers (UTW) 
Pointers 

Street Rw Workers 


98.967 

25.200 

42.000 

65.000 
9.500 

95.000 

15.000 
864,095 

32.000 

300.000 
440,650 
248,078 

65.000 
54,316 

361,639 

60.000 
1,239,000 

630.000 
335,167 

40.000 

180.000 

385.000 

150.000 
206,692 

170.000 


r 

204,397 

73,204 

43.000 
412,946 

9,000 

32,378 

90.000 
17,298 
90.000 

220,000 
190 000 


Thomas Dunwody 

$28,441 ~ 

5 

Referendum Vote 
by Locals as Units 

Joseph O’Neill 

$28,375 

... 

Convention 

Richard F. Walsh 

$26,450 ' $ 2,516 
$25,533 ^ - 

16 

Convention 

William Brodtey 

4 

Convention 

John Dales (Sec ) 

$25,475 , $ 1,375 

— 

Appointive 

H E. Gilbert 

$25,000 $ 5.524 

4 

Convention 

Don Conway (Sec ) 

$25,000 - 

_ 

Appointive 

A J Hayes 

$25,000 - 

8 

Referendum 

H J Powell (Sec ) 

$24,347 ^ - 


Referendum 

Joseph A. Bcirne 

$23,950 1 - 

14 

Convention 

David Dubinsky 

$22,400 - 

25 

Convention 

James C Petrillo 

$23,000 - 

17 

Convention 

John E Rooney 

’ $22,600 $ 9,327 

17 

Convention 

Robert Haskin 

‘$22,804 - 

4 

Referendum 

James B Carey 

" $22,500 - 

7 

Convention 

Anthony Mafz 

$22,150 . - 

.. 

Convention 

Walter Reuther 

$22,000 

11 

Convention 

Gordon Freeman 

$21,000 1 - 


Convention 

Earl Jimerson 

$20,000 \ $12,400 


Convention 

John J Mara 

$20,540 , - 

28 

Convention 

O A Knight 

' $20,444 1 _ 

17 

Convention 

Jacob Potofsky 

$20,385 - 

11 

Referendum 

William A Calvin 

520,000 - - 

3 

Convention 

Wm L McFefridge 

520,000 ; - 

17 

Convention 

A J Bernhardt 

520,000 ^ _ 

3 

Convention 

« 





Wnn P, Kennedy 
Sam Byars' 
Joe Curran 
Ed S. Miller 
Carl Sickles 
Samuel P. Mmg 
E R. Moffet 
Chas. Aquadro 
Anthony Valente 
L M Raftery 
A 1. Sprodllng 


^ 19.771 - 

> 519,516 ’ 

519.000 - - 

.518,000 $12,810 

518.000 $ 8,200 
" 518,582 

$18,402 ^ 

$18,397 - 

$18,190 - 

$17,600 $13,326 

$17,249 $ 4.944 


8 Convention 

1 2 Convention 
20 Referendum 

3 Convention 

3 Convention 

9 - 

4 - 

17 Convention 

13 Convention 

5 Convention 

1 1 Convention 




4 

4 
2 
2 

5 


2 

2 

4 

2 



UNION STRUCTURE AND GOVERNMENT • H 1 

TABLE 9 — Continued 


UNION 

MEMBERSHIP 

OFFICERS 

' SALARY 

OTHER 

PAY 

YEARS 

IN 

OFFICE 

HOW 

ELECTED 

TERM <N 
YEARS 

$15,000— $2o;ooo 

Bakery Workers 

160,000 

Jan'es G Cross 

S 17,500 

, - 

7 

Pefererdum 

5 

Glass Bottle V/orkers 

51,000 

Lee Mmlon 

' 7,500 



1 1 

Convention 

2 

Marine Engineers 

9,000 

H L Dagge*t 

SI 6,920 

_ 

8 

Convention 

2 

Jewelry Workers 

32,000 

Joseoh Morns 

$16,745 

— 

10 

Rcfererdurn 

2 

Textile Workers (TWUA) 

292,500 

Eriil Rieve* 

- $16,307 

$ 4,012 

13 

Convention 

2 

Metal Polishers 

20,000 

Roy Muehihoffer 

6,076 


8 

Referendum 

2 

Hatters 

40,000 

A'cx Rose 

. S15.60C 

— 

7 

Convenhon 

2 

leather Workers 

28,000 

Ossio Wolnsky 

515.667 


6 

Convention or 
Referendum 

3 

Mechanics (MESA-UAV/J 

- 

Ma“hew Smi'h 

$55,171 

. _ 




Barbers 

85,000 

Wn Bir'h'igrf 

515,0CC 


20 

Convention 

5 

Retail Workers 

140,000 

Max Greerbe'g 

SI 5,ccr: 

< __ 

3 

Convention 

3 

Utility Workers 

81,000 

Joseph Tisher 

SI 5.032 

- 

12 



$12,000- $15,000 








Elevator Constructors 

8,643 

E A Sm-th 

$.4, 000 

$15,750 

1 

Convention 

5 

Allied Ind Workers 

120,000 

Earl Heoton 

$14,999 ■ 

_ 

3 

Convention 

2 

Insurance Agents 

12,604 

Gecge Russ 

314,499 

_ 

19 

_ 


Brick & Clay Work. 

23,000 

H. R Ficgol 

514,808 

— 


Referendum 

1 

V/oodworkers 

105,053 

A F Haitung 

514,785 

- 

5 

Referendum 

2 

Photo-Engravers 

16,032 

W T Connell 

$14,300 

_ 

3 

Convention 

1 

Masters, Mates 

9,500 

John Bishop (Sec ) 

514,044 


_ 

Con.'enlion 

2 

Pattern Makers 

13,800 

Geo Lynch 

$•4,000 

— 

23 

Referendum 

2 

Telegraphers 

30,000 

W L. Alien 

. 514,074 

_ 

36 

Convention 

2 

Fire Fighters 

85,000 

John Reanond 

• 513.00G 

$ 9,026 

1 1 

Convention 

2 

Paperworkers 

50,000 

Harr/ Sayre 

$13,953 

_ 

10 

Conven'ion 

1 

Packinghouse Work. 


Ralph Helstein 

S13 867 

_ 

1 1 

Convention 

1 

Marble Polishers 

6,500 

V/m McCarthy 

513,000 ‘ 

_ 

25 

Convention 

4 

Tobacco Workers 

33,967 

John O Hare 

512,564 

_ 

13 

Convention 

4 

Rubber Workers 

175,000 

L S Buckmcs’er 

• $12,000 

$ 4,166 

12 

Co-vention 

1 

Transport Workers 

90,000 

Michael Quill 

$12,000 


22 

Convention 

2 



; 


'r ' 





1. litv/vIvAv « 








$7,5^ w less ■ 








] 

J 

Electrical Work (UE) 

-- 

A. J Fitzgerald 

S 7,50C 



16 

Convention 

1 

Transport Service 

8.000 

W S. Townsend* 

5 7,5CC 


_ 

17 

Convention 

2 

Stone Cutters 

1,900 

Poul Givens 

5 7,000 

$ 

3,649 

18 

Referendum 

3 

Hosiery Workers 

15,000 

Alex McKeown* 

5 6,5C0 


_ 

18 

Convention 

2 

Mailers 

3.300 

H A Hosier 

5 6.5GC 


- 

6 

— 

— 

Stove Mounters 

14,000 

Jos Lewis 

' S 6,115 

$ 

2.748 

13 

Convention 

3 

Granite Cutters 

4,051 

C. Pagneno ' 

■ $ 6,000 


— 

6 

Referendum 

4 

Bill Posters 

1,800 

Michael Noch 

$ 5,6C6 


_ 

3 

Convention 

2 

Agricultural Workers 

7,136 

H L Mitchell 

5 5,433 


— 

13 

— 

— 

Glove Workers 

2.900 

Thos Durian 

5 6,1 15 


— 

20 

Convention 

2 

Lithographers 

Misc. Independents 

27,976 

Geo Canary 

5 4,730 


— 

— 

Referendum 

2 


*No lonq«r in office. 


Data: Congressional Record, 

Source: Reproduced from Business Week, July 6, 1957, pp. 46, 47, by permission, McGraw-Hill 
Book Co. 


There are, however, some union officials who receive fairly fancy 
salaries. (See Table 9.) A salary of from $25,000 to $60,000 does not 
seem large when compared to one varying from $100,000 to $500,000 
paid to an industrialist. But if the $50,000 requires a dues increase to 
finance it, as was the case when the Steelworkers raised Mr. McDonald 
to $50,000, perhaps one may consider it exorbitant. Unions are, after all. 
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nonprofit organizations whose expenses are paid for by workers monthly 
dues. 

Table 9 shows that union salaries follow no comparable pattern. 
The largest unions do not necessarily pay the highest salaries. The 50,000- 
member Sheet Metal Workers pays its chief executive $37,523 per annum, 
about 75 cents per member per year. Walter Reuther, head of the 1.2 
million-member Auto Workers, receives only $22,000, or less than 2 cents 
per member yer year. L. S. Buckmaster, president of the Rubber Workers, 
receives $12,000 per year. W. E. Maloney, president of the Operating 
Engineers, receives $55,000. The two latter unions claim about the same 
number of members. 

We may conclude that union salaries vary with the interest of the 
chief executives in the subject. Some union officials want more money. 
And because the salaries of the rest of the vmion bureaucracy depend upon 
what the top man receives, there is always interest in more money for the 
top man if he is interested and willing to countenance his subordinates 
pushing up the scale. 

Union Financial Methods 

A union with a membership of 100,000 and dues of $2.00 per month 
would have a monthly dues income of $200,000 and expenditures for 
numerous items, most of which are purchased in bulk. Obviously, it is 
imperative that unions operate with careful bookkeeping and accounting 
methods which account for every penny to the membership. Fortunately, 
most national unions have adopted modern accounting methods. They 
employ competent bookkeeping staffs. Their books are audited by outside 
certified accountants. They publish detailed financial reports usually at 
quarterly or semiannual intervals in the union journal, and they require 
all officials who are handling money to be bonded. It may be said without 
hesitation that the financial affairs of most national unions are in at least 
as good shape as those of most corporations. 

Local union finances are sometimes less carefully handled. As a re- 
sult, most national unions lay down requirements in accormting methods 
and procedure which their locals must follow. The International Ladies 
Garment Workers’ Union employs a staff of accountants who drop in on 
local unions and audit their books without notice to the locals, much as 
state bank examiners audit bank funds. Because of practices such as these, 
local union finances are today handled in a much more business-like man- 
ner than ever before. 

There remain, however, a number of unions whose finances have 
been the source of handsome profits for their leaders and who have never 
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given the membership adequate accounting of the union funds. These 
unions include the Bakery and Confectioners’ Workers, the Teamsters, 
the Hod Carriers’, Building and Common Laborers’ Union, the Operat- 
ing Engineers, and the International Longshoremen’s Association. The 
poor financial methods of these organi 2 ations and outright misappropria- 
tion of funds by some labor leaders has become a more serious problem 
in recent years because of the tremendous build-up of funds in so-called 
health and welfare plans. 

These plans provide for the payment of various insurance, hospital- 
ization, and medical benefits through insurance companies or other simi- 
lar organizations, and they are generally financed by deductions from 
payroll paid by the employer and sometimes also contributed to by the 
employee. The payment of 5 to 10 cents per hour for each employee into 
a welfare fund can result in the accumulation of tremendous sums of 
money, and in the hands of a few dishonest union officials, this has pro- 
vided the means of the defalcation of hundreds of thousands of dollars. 
Congressional hearings in 1935 and again in 1957 revealed that, in a few 
cases, monies have been stolen directly or by such means as paying ex- 
orbitant insurance commissions, placing union officials, friends, or rela- 
tives on the payroll of a welfare fund with no job to do, paying claims to 
people who did not exist, and otherwise milking these funds. 

One result has been the demand for state and federal laws requiring 
publication of union financial data. The Taft-Hartley Act required unions 
tcTTurnish the Secretary of Labor and each member with financial data as 
a prerequisite for using the machinery of the National Labor Relations 
Board. The effectiveness of this provision has been limited because (1) 
the Department of Labor has not regularly published the information; 
and (2) the unions which are most in need of exposure, i.e., many of 
those in the building and amusement trades, have no need to use NLRB 
machinery, for they are already well entrenched in their respective in- 
dustries. 

In addition to the Taft-Hartley Act, four states, New York, Con- 
necticut, California, and Washington, by mid-1957 had passed laws pro- 
viding for some regulation of health and welfare funds. 

In New York, the Mitchell-Hollinger law applies to every "em- 
ployee welfare fund’’ that is "established or maintained’' by one or more 
employers "together with” one or more labor organizations. Such funds 
are supervised by either the State Superintendent of Banks or the State 
Superintendent of Insurance. The funds must register, report, and are 
subject to examination by these agencies. Funds maintained solely by em- 
ployers or established and maintained only by unions are not covered. 
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By contrast, Washington, the first state to adopt a law supervising 
employee benefit plans since the wave of unfavorable publicity hit the 
funds, places trustees of "employee welfare trust funds,’' jointly main- 
tained or not, under the state law. 

In addition to these two laws, and those of California and Con- 
necticut, which did not become effective till late in 1957, several bills 
have been considered by Congress for federal regulation of welfare funds. 
These, like the state laws, and proposed state laws, differ as to how the 
funds should be regulated and by whom. One of the federal bills wants 
the Department of Labor to handle the enforcement, another the Securi- 
ties and Exchange Commission. It has also been suggested that the Inter- 
nal Revenue Service do the policing. 

Provision is made in most of the state laws for officials of the state 
government administering the law to waive compliance if registration, 
reporting, disclosure, and examination requirements have been fulfilled 
in another state. But this right is purely discretionary. Some state insur- 
ance commissioners can go to the opposite extreme on technical grounds 
and prevent or revoke waivers, even though such waivers are allowed. 

Regulation of health and welfare funds and of union accounting 
practices in general have been hindered by the reluctance of employers 
and insurance companies to agree to such regulation and the conflict over 
state and federal powers. Employers have objected to regulation of funds 
for fear that they will be subject to greater regulation themselves in the 
handling of pensions and other fiscal matters and have favored laws like 
that of New York which exempts employer-managed funds from regula- 
tion. The AFL-CIO, on the other hand, has come out in favor of strict 
regulation of all funds no matter who manages them. 

Insurance companies which are now regulated exclusively by the 
states are very desirous of avoiding any federal regulation with possible 
stricter provisions and uniform practices. And, of course, the state regu- 
latory commissions now in the insurance field are very concerned about 
the possibility of yielding some of their functions to a federal organ- 
kation. 

Certainly, however, regulation is in order. Whereas in former years 
an occasional dishonest union official could steal a few thousand dollars, 
by means of a welfare fund he can now steal a few hundred thousand. 
Moreover, integrity and backbone on the part of employers are also in- 
volved. The employer representative who closes his eyes to union dis- 
honesty while at the same time handing over to a corrupt union leader 
large amounts for welfare funds is not without responsibility. Too often, 
employers have been willing to pay off a racketeer and close their eyes 
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to his malfeasance rather than deal with an honest union and an honest 
organization. Perhaps the most hopeful sign in the whole picture has 
been the attitude of the AFL-CIO which not only supports comprehensive 
federal regulation but also has made it plain that it will not tolerate 
continuation of such action within its ranks and has set up a detailed 
code of ethics to govern the handling of employee welfare funds. A sum- 
mary of the code governing health and welfare funds is set forth in 
Table 10. 

The actions of the AFL-CIO executive council and particularly of 
George Meany, President, have demonstrated that the organization in- 
tends to enforce its code. Certainly in expelling the Teamsters, their 
largest affiliate, the Executive Council of the AFL-CIO has demonstrated 
that it means what it says in terms of ethical practices. Nevertheless, fed- 
eral legislation is needed to protect the interests of the employees in- 
volved in this field. And it is difficult to see why any welfare fund, whether 
employer managed, union managed, or jointly managed, should be ex- 
empted from legislation requiring practices such as those set forth in the 
AFL-CIO Code of Ethics. 

Net Worth of Unions 

No adequate survey exists as to the net worth of unions. Estimates 
of the total assets of unions have ranged all the way from half a billion 
to several billion dollars. The difficulty is that, although most national 
unions present accurate reports of their net worth in reports to the mem- 
bership, most local unions and intermediate governing bodies do not make 
such data readily available. With 70,000 locals and numerous district 
councils, system boards, joint boards, and state and local federations, any 
data which do not include local and intermediate union government are 
obviously unreliable. 

Given the growth of union health and welfare and pension funds 
during the last decade, one may guess that the total net worth of unions 
is something over a billion dollars. This is a lot of money, but even if 
union assets are undervalued by this estimate, there are quite a few cor- 
porations which have a considerably higher net asset value than the total 
assets of all unions. Union wealth is increasing; it is still relatively in- 
significant compared to corporate wealth. 

ADMISSION POLICIES 

The great majority of American unions admit any applicant to mem- 
bership. *Tf he is good enough to work in the plant, he is good enough 
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TABLE 10 

Summary of AFL-CIO Code of Ethics Governing Union Administration 
OF Health and Welfare Funds 


1. No union ofSdai who receives full- 
time pay from his union should receive 
fees or salaries from a health, welfare or 
retirement fund. 

2. No union official who exercises re- 
sponsibilities or influence in administering 
welfare programs or in placing insurance 
contracts should have any compromising 
personal ties with outside agencies — such 
as insurance carriers, brokers, or consult- 
ants — doing business with the welfare plan. 
Any union official found to have such ties, 
or to have accepted fees, inducements, ben- 
efits or favors of any kind from any such 
outside agency should be removed. 

3. Complete financial records of all 
welfare funds and programs should be 
maintained in accordance with the best ac- 
counting practices. Each fund should be 
audited at least once a year, and preferably 
semiannually, by independent accountants 
of unquestioned professional integrity. The 
accountant should certify that the audits 
fully and comprehensively show the finan- 
cial condition of the fund and the results 
of its operation. 

4. All audit reports should be avail- 
able to the members of the union and any 
other affected employees. 

5. The trustees or administrators of 
welfare funds should make a full report 
to the beneficiaries at least once each year. 
This report should set forth in detail: 

• The receipts and expenses of the 
fund. 

• All salaries and fees paid by the 
fund — including, to whom paid, the 
amount paid, and the service or pur- 
pose for which paid. 

• A breakdown of the insurance premi- 
ums, if a commercial insurance carrier 
is involved, showing: the premiums 
paid, dividends, commissions, claims 
paid, retentions and service charges. 

• A statement from the person to whom 
any commissions or fees of any kind 
were paid, and a financial statement 
from the insuring or service agency, 


if it IS not a commercial insurance 
firm. 

• A detailed account of how the re- 
serves held by the fund are invested. 

6. Where commercial insurance car- 
riers are used, the carrier should be selected 
through competitive bids, solicited from a 
substantial number of reliable companies, 
on the basis of the lowest net cost for the 
given benefits. The Ethical Practices Com- 
mittee says that the union administrators or 
trustees should also take into consideration 
such factors as: "comparative retention 
rates, financial responsibility, facilities for 
and promptness in servicing claims, and 
the past record of the carrier, including its 
record in dealing with trade unions repre- 
senting its own employees." 

In reporting to the membership, the 
fund trustees should include the specific 
reasons for the selection of the carrier 
finally chosen. And the carrier should war- 
rant that no fee or other remuneration of 
any kind has been paid directly or indi- 
rectly to any person connected with the 
administration of the fund. 

7. Where union trustees have a say in 
the investment of welfare fund reserves, 
the union should make every effort to pro- 
hibit their investment: in the business of 
any contributing employer; in an insurance 
carrier or agency doing business with the 
fund; or in any enterprise in which any 
trustee, officer or employee of the fund has 
a personal financial interest which could be 
affected by the fund’s investment or disin- 
vestment. 

8. "Where any trustee, agent, fiduciary 
or employee of a health or welfare pro- 
gram is found to have received an unethi- 
cal payment, the union should insist upon 
his removal and should take appropriate 
legal steps against both the party receiving 
and the party making the payment." 

9. Welfare programs should provide 
for prompt redress against the arbitrary 
or unjust denial of individual members’ 
claims. 


Source: Summarized by James J, Bambrick, Jr,, m Management Record, March, 1957. 
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to join the union” sums up the prevailing union practice and attitude. 

There are, however, a significant number of unions which have 
consciously limited membership in their organizations because of race 
or other grounds of difference. 

Racial Exclusion 

American trade-unions have always been in the vanguard of those 
who advocate democracy and equal opportunity for all regardless of race, 
color, creed, or national origin. And it must be emphasized that most of 
the nation’s 200 national labor organizations have made an honest effort 
to practice what they preach. This has been especially true since 1936 
when the CIO was born. The fundamental philosophy of the CIO unions 
was to ”take in everybody.” Competition from the CIO, moreover, has 
forced most of the AFL and the independent unions to adopt a more 
tolerant attitude than many had previously displayed. 

But a sizable group of unions openly discriminates against minority 
groups. The reasons lie in the basic economic and technological condi- 
tions of the particular industry. Those unions which actively fight race 
discrimination — the United Automobile Workers, the United Steelwork- 
ers, the International Ladies Garment Workers’ Union — are organized on 
an industrial basis, the only type of union structure feasible in a mass-pro- 
duction industry. Such unions derive their bargaining power by admitting 
all the workers in their industries to membership and by bargaining for 
them without discrimination. If they excluded any racial or ethnic group, 
they would weaken their bargaining power. Exclusion would invite the 
excluded group to join another union and to break strikes. Racial dis- 
crimination by unions in mass-production industries is not only imprac- 
tical but it endangers the union’s very existence. 

On the other hand, unions organized on a craft basis derive their 
bargaining power by controlling the entrance of new workers to a trade 
or by monopolizing a stratgeic occupation. Such unions may find that race 
discrimination conveniently and effectively limits the number of workers 
available to that trade and thus raises the price of labor. It is no accident 
that craft unions like the United Association of Plumbers and Steam- 
fitters of the United States and Canada have long had discriminatory 
policies. 

This is not the whole story: there are craft unions that do not dis- 
criminate, and industrial unions that do. Many other factors are involved, 
and in each case they are mixed in different ways. In the case of the rail- 
way unions, for example, much can be explained by their character as 
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fraternal societies. The first two railway unions (the Brotherhood of 
Locomotive Engineers and the Order of Railway Conductors of Amer- 
ica) were fraternal and benevolent societies, and discriminatory rules are 
traditional in many areas of the fraternal field. As other railway unions 
came into existence, they copied the bylaws of the older organizations, 
including the discriminatory rules, as a matter of course, even though 
they may have become by then more important as bargaining than as 
fraternal organizations. 

Recently, however, economic factors have been most important in 
maintaining the discriminatory practices of the railway unions. Employ- 
ment on the railways has been declining, and the railway unions have 
been trying to shift to Negro workers, whom they bar from membership, 
the burden of unemployment. The Brotherhood of Locomotive Firemen 
and Enginemen and the Brotherhood of Railroad Trainmen have suc- 
ceeded in getting nearly every railroad in the South either to limit the 
number of Negroes hired as brakemen and firemen or, more often, to 
eliminate Negroes from these jobs altogether within a few years. Negroes 
are thus being deprived of jobs that have been open to members of their 
race since the southern railroads were built and that have been among 
the highest paying jobs to which they could aspire in the South. 

The AFL-CIO takes a strong position against discrimination in its 
constitution and in all of its official actions. Nevertheless, it has admitted 
to membership both the Locomotive Firemen and the Railroad Trainmen, 
but it has exacted promises that these organizations will delete the offend- 
ing clauses from the constitutions — ^which may or may not alter their 
practices. 

There are many unions which expressly protect the right of workers 
to join regardless of race. Such provisions vary from explicit provisions 
that "no worker otherwise eligible to membership shall be discriminated 
against or denied membership because of race” (Woodworkers), or that 
any discrimination because of race will be punishable by a fine of $100 
(Bricklayers), to simple provisions that all eligible members "regardless 
of race” shall be admitted (United Mine Workers) . 

In general, racial admission policies are determined and controlled 
by the national union. There have been important exceptions. Locals 
of the Bricklayers and United Automobile Workers have discriminated 
against Negroes despite contrary national union policies; and locals of 
the Machinists and Boilermakers have admitted Negroes on an equal 
basis in spite of national union discriminatory rules. These local varia- 
tions have been the exception rather than the rule. 

Despite the progress in eliminating it, racial discrimination by a 
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few unions remains a blot on the labor movement. The fact that the 
record of the labor movement is superior to that of most other facets of 
American life in race relations matters does not reduce the need to elimi- 
nate race discrimination in unions. 

Other Exclusions 

The traditional policy of American labor has been to curtail im- 
migration. With employers recruiting immigrants as a source of cheap 
labor and as strikebreakers and with the traditional job-scarcity conscious- 
ness of the AFL, the labor movement was the chief source of opposition 
to unlimited immigration prior to World War I. This was true despite 
the fact that the unions were built predominately from immigrant work- 
ers in many areas of the country. A direct result of union opposition to 
unlimited immigration has been widespread discrimination against aliens 
by the American labor movement. A recent survey found that twenty-two 
unions require as a prerequisite of membership that workers must have 
filed a declaration of intent to become a citizen. Four additional ones re- 
quired in addition that the worker become a citizen as soon as possible. 

In recent years, however, the AFL-CIO have gone on record against 
the restrictive features of the 1952 (McCarran) immigration act. 

A great many unions exclude Communists, Fascists, and the other 
totalitarian groups from their memberships. The rationale behind this is 
a practical one — these are conspiratorial groups aimed at seizing control 
of the unions and using them for their own ends. Difficulties often arise, 
however, because of false charges of communism against innocent per- 
sons and because of the ability of the Communist to escape detection. 

At one time many unions barred women from membership, but such 
sex discrimination is now found only in constitutions of unions having 
jurisdiction over fields of employment not occupied by women, e.g., rail- 
road engineers. 

Closed Unions 

Sometimes unions refuse admission to any newcomers, or accept 
only a favored few, e.g., relatives of members. Such unions are found 
almost exclusively among the highly skilled or strategically located groups 
who alone are in a position to control entrance to the trade. In addition, 
closed unions may be found in industries where employment is casual or 
seasonal (maritime, garments). 

The closed union is usually a local organization. Generally, national 
unions are opposed to a policy which limits union membership and may 
create a sizable group of potential strikebreakers. The local leadership, 
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however, is under pressure to give preference to local members — even at 
the expense of members from other locals — and closing the union books 
is one way to achieve this result. 

Sometimes closed unions give limited work permits to nonmembers. 
This has developed into a racket in many instances with permit holders 
charged high fees to work, and sometimes permit holders being allowed 
to work for a fee, while regular members are out of work. 

The extent to which the closed union exists is not known. It is most 
common in the building, amusement, and printing trades, the local de- 
livery business, diamond cutting, and mirror manufacturing. In periods 
of depression, it has extended to the seasonal and casual trades and even 
to such industries as mining. 

Reasons for Union Exclusionary Policies 

The fact that some trade-unions limit their membership should not 
be regarded as too extraordinary. A great many barriers against eco- 
nomic opportunity are sought by a wide variety of organizational groups 
— farmers, business, professional as well as labor organizations. More- 
over, the policies used by unions to bar admission are like those of other 
groups. Consider, for example, the successful attempts of the American 
Medical Association to limit the number of doctors (or to use the AMA's 
terminology, "prevent overcrowding of the profession"). In the course 
of its activities the AMA has used licensing laws, race discrimination, dis- 
crimination against aliens, and other equally antisocial means of preserv- 
ing the medical profession for those who are already in it.^^ 

Whether a labor organization, a professional society, or a business 
organization, the reasons for restricting entry are usually the same: work- 
scarcity consciousness, dictated by fear of unemployment. For example, 
unions are more likely to close their books in depressions than in pros- 
perity. And, also it is true that race prejudice is only one factor in the 
discrimination against Negroes. Undoubtedly, a most important reason 
for such discrimination is the fact that the color line provides a con- 
venient method of limiting the market. 

Public policy generally condemns closed unions. Nevertheless, the 
case is often not a clear-cut one. For example, in depressed times when 
unemployment among union members in the maritime industry is sig- 
nificant, unions typically "close their books." Because of the hiring hall 
system whereby men are employed in rotation for available jobs, the effect 

See Garceau, op. cH.; and M. Friedman and S. Kuznets, Income from Independent 
Professional Practice (New York: National Bureau of Economic Research, Inc 1945) 
pp. 11-21. ^ 
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o£ admitting new members would result in a further sharing of unem- 
ployment in a particular industry where unemployment among those al- 
ready attached to the industry is severe and where employment even in 
ordinary times is casual and intermittent. One may therefore question 
whether blanket outlawing of closed unions under all circumstances is 
wise; or if such outlawing is accomplished, whether it ought not to be 
accompanied by some type of regulation designed to prevent further con- 
centration of the unemployed in already depressed industries or areas. 

JUDICIAL PROCEDURE IN UNIONS 

In the conduct of their affairs, unions have found it necessary to 
establish a list of offenses for which penalties may be assessed against the 
members. Union constitutions give officers considerable authority to im- 
pose a wide variety of sentences upon their own initiative, or after a trial 
has found the member guilty. Many of the offenses are general in char- 
acter (action unbecoming a union member is such an offense) ; others are 
more specific (strikebreaking, for example) . 

The penalties vary from a modest reprimand to the serious ones of 
heavy fines or expulsion from the union, which can mean expulsion from 
the job. Union judicial processes are thus a serious matter from the point 
of view of public policy — namely, to what extent should private govern- 
ments, such as unions, be permitted to levy fines and to expel persons 
from work ? 

Anyone familiar with the realities of union organization realizes 
that unions must have some protection against those who would con- 
vert the union into instruments of outside organizations, e.g., the Com- 
munist Party, or those who are agents of the employer, labor spies, or 
provocateurs. Moreover, if unions were unable to enforce any penalties 
whatsoever against members, workers who violate collective bargaining 
agreements could not be disciplined by the union. 

On the other hand, the vagueness and general character of offenses 
found in union constitutions are a grave peril to the civil rights of its 
members. One of the worst abused is the prohibition against slander. No 
constitution defines ‘‘slander.'' Yet it is often invoked to insulate union 
officialdom against criticism. The same is true of “creating dissension" or 
discussing “union business" in public.^^ Such events have led one union 
oflS-cial to declare that the “ordinary rank and file union member fre- 
quently enjoys less freedom in relation to his own union leader than he 

Philip Taft, "Judicial Procedure in Labor Unions," Quarterly Journal of Econom- 
ics, Vol. LIX (1945), p. 377. 



1 22 • ECONOMICS OP LABOR RELATIONS 

does in relation to his employer Members of unions ... are on occa- 

sion exposed to severe penalties for exercising rights . . . that are spe- 
cifically guaranteed by the law of the land.”^^ 

Procedure 

Charges against a union member are typically filed by another mem- 
ber. Invariably they must be in writing and be served on the accused. A 
trial committee is then usually appointed by the local president or elected 
by the local. The committee hears testimony and renders a decision which 
usually is reported to the local membership for action. A guilty verdict 
often requires more than a majority vote — two thirds or three fourths — 
usually by secret ballot. Penalties vary from reprimands and light fines 
($5) to expulsions and heavy fines ($100-500). 

Virtually all unions provide for appeals through the union hier- 
archy. A frequent course is for appeal to the regional office, thence to the 
international president and/or executive board, and finally to the inter- 
national convention. 

In addition to this procedure, a number of unions grant their in- 
ternational president specific authority to initiate and/or hear charges 
against local members or local unions. Other unions permit the president 
to order a local to try a member and to take action if the local refuses to 
comply. 

Status of Members during Appeal 

An examination of 126 union constitutions found that in 52 unions 
an appeal does not suspend the verdict, whereas in only 5 is the penalty 
vacated pending the outcome of an appeal. Twenty-six constitutions pro- 
vide for a stay of verdict under some conditions, only 1 for complete 
restitution in case a higher tribunal overturns a guilty finding, and 42 did 
not define the status of the appellant. The latter in practice usually en- 
force the verdict pending appeal unless the international officers inter- 
vene in the defendant’s behalfi^® 

Analysis of Union Judicial Procedure 

Justice requires trial before an impartial jury, a full and fair hear- 
ing, and speedy determination of cases, including the appeal. Union judi- 
cial procedure does not stand up well under these criteria. 

Will Herberg, "Bureauaacy and Democraqr in Labor Unions,” Antioch Review 
(Fall, 194i), p. 405. Mr. Herberg is an official of the International Ladies Garment Work- 
ers’ Union. 

Philip Taft, Status of Members in Unions During Appeal from a Penalty Imposed 
by the Local Union,” Quarterly lournal of Economics, Vol. LXII (1948), pp. 6 IO-I 6 . 
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In the first place, the accuser may unduly control the jury, or in some 
unions may actually constitute it. Potential witnesses for accused can be 
intimidated, and general fair play denied. 

The infliction of the penalty prior to the completion of an appeal 
is a severe hardship in many cases. An appeal to a convention which may 
not meet for 5 years is often an empty right, especially if the penalty is 
enforced meanwhile. Moreover, conventions are large legislative bodies 
basically unable to give the time and study to appeals from disciplines 
or other judicial functions. The lack of an independent judiciary which 
effectively protects the dissenter against reprisal is one of the most funda- 
mental defects in trade-union government. 

Government Intervention 

The weakness of the union judicial systems is further worthy of 
emphasis because of the reluctance of courts to interfere in internal union 
affairs. Traditionally, the courts have regarded unions as private bodies 
without a vested public interest. Hence, they would not intervene in be- 
half of workers disciplined by unions unless the worker was denied the 
forms of a fair trial, i.e., fair according to the union rules, or else fair in 
general terms if the union rules contravene public law or policy. More- 
over, the courts frequently require union members to exhaust internal 
remedies before accepting a case — ^which means appealing first up the 
union hierarchy to a convention before bringing the case to the courts. 
Court litigation is, moreover, costly and uncertain in outcome because of 
the numerous technicalities involved. 

A frequent suggestion is that the unions themselves set up an im- 
partial tribunal with power to rule on sentences by unions against mem- 
bers. Two unions — the Upholsterers and the Auto Workers — have done 
just that. Although the former union has had such procedure for several 
years, it has been little utilized. 

The Auto Workers’ panel is composed of prominent educators and 
churchmen and was established in 1957 by the union convention upon 
recommendation of the UAW President, Walter Reuther. 

Unfortunately, only the most democratically minded unions, such 
as the UAW, can be expected to put such a brake on the power of their 
officials. The unions in which such limits of authority would be most 
helpful have demonstrated no interest. State legislatures and Congress 
must do the job. 

Minnesota has a state law designed to promote union democracy, 
but it has been little used. A significant and increasingly used provision 
in the Taft-Hartley Act prevents unions from causing the discharge of 
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workers under luiion clauses except for nonpayment of dues. This has 
seemed to prevent a number of attempts by union leaders to discriminate 
against employees who opposed their acts or administration. Like the 
courts, however, NLRB procedure under the Taft-Hartley Act is time 
consuming and often takes too long to serve its purpose. But it has proved, 
at least, a firm step in the right direction. 

DEMOCRACY AND BUREAUCRACY 

Charges that unions are "undemocratic” have been quite commonly 
made over the years. With such charges are usually catalogued the various 
practices for which unions are criticized: denials of free speech, arbitrary 
actions of one sort or another, etc. That these practices exist in some 
unions is clear. Indeed, the preceding sections have pointed out many of 
them. 

No discussion of union democracy has meaning, however, without 
a prior inquiry into the meaning of the term when applied to unions and 
an analysis of effects of democratic unionism on collective bargaining. 

It is first essential to point out that democratic government is not 
essentially “good” or "effective” government. Some of the best-run unions 
in the country from the point of view of economic returns to membership, 
responsibility, financial integrity, etc., cannot be considered democratic. 
The Amalgamated Clothing Workers and the United Steelworkers are 
cases in point. 

It is likewise important to note that the trend toward centralization 
is no proof that unions are becoming less democratic. In most cases there 
is no evidence that centralization has gone farther than economic circum- 
stances require, Moreover, on occasion, national union control leads to 
more liberal policies. For example, unions are less likely to bar workers 
from membership because of such factors as race, citizenship, or to close 
their books to new members if the national is in control of admission 
policies than if such control is left to the local. On the other hand, it is 
perfectly true that national control facilitates undemocratic methods and 
makes revolt against such methods more difficult. 

The excessive delegation of authority, both executive and legisla- 
hve, to union leaders, who in turn employ a large appointive bureaucracy, 
is not necessarily a structural defect of large political units. It endangers 
democratic principles but is not proof of lack of democracy. 

Moreover, union constitutions meet fairly well the key structural 
requirements of democratic government — general suffrage, free election 
of legislators, and control by the legislators of expenditure of funds and 



UNION STRUCTURE AND GOVERNMENT • ] 25 

other executive actions. To be sure, the governments of unions frequently 
vary widely from the constitutional forms, and in actual fact most unions 
are operated by political machines, the members of which have a vested 
interest in perpetuating themselves in office. 

The existence of political machines, however, is not an antidemo- 
cratic element per se. Political machines are an important element in all 
democratic governments. the advent of democracy depended on the 
dissolution of all informal political groupings (machines) and on the ap- 
pearance of pure-hearted leaders, we should wait a long time. Actually, 
democracy requires only that there be reasonably free competition among 
rival machines, and that the self-interest of union leaders be canalized in 
directions beneficial to the membership.' 

Where general suffrage and free elections exist, the existence or 
lack of democracy cannot be tested by the extent to which leadership acts 
in the ''interest of the membership." The plain fact is that neither the 
members, the leaders, economists, nor newspaper editors can be certain 
where the "interests" of the membership lies. We have already noted 
that the demands of the rank and file can lead to costly strikes which a 
union dictator might have avoided to the economic benefit of all. 

The really basic test of a democracy is found in the principles set 
forth in the Bill of Rights — the first ten Amendments to the Constitution 
of the United States. To test whether a union — or any other organization 
— is democratically operated, we can use the Bill of Rights to lay down 
these standards: 

1. Do the members have freedom of speech, assembly, and press to 
the extent that they are free to criticize their leaders and to work openly 
for the defeat of their leaders at the next election without fear of reprisal ? 

2. Is there a judicial system within the organization which effec- 
tively insures the dissenter against reprisal and which effectively insures 
those accused of crimes against the organization a free trial ? 

The evidence already presented in this chapter indicates that many 
unions do not stand up well if judged by these criteria. 

Gradual Bureaucratization 

How do unions become undemocratic ? 

We have already noted the tendency for power to concentrate at the 
top as unions grow. This seems to be a natural evolutionary process which 

Lloyd G. Reynolds, American Economic Review, Proceedings, Vol. XXXVI 
(1946), p. 381. 



1 26 • ECONOMICS OF LABOR RELATIONS 

is only aggravated or hurried by the thirst for power of strong individ- 
uals. The rank and file seems to lose touch as the union grows large, its 
functions and responsibilities multiply, and the art of collective bargain- 
ing becomes more technical and embraces a wider area. 

Power politics are not without importance in the gradual bureaucratization 
of an organization. An administration — even one composed of the most sincere 
and democratic minded citizens — ^must give some thought toward maintaining 
authority if its policies are to be carried out. The administration is confronted with 
what it regards as unfair and demagogic attacks on its policies made by persons 
who in the leaders’ opinions at best want power merely for power’s sake. In such 
situations union leadership is likely to resort to dubious devices and undemocratic 
acts in order to maintain its power. The practical results of patronage and the po- 
litical machine replace the idealism of the ‘'pure democracy.” Beginning with the 
very best of intentions, desirous of power not for its own sake but in order to im- 
plement a constmctive program, the idealist in office insensibly passes over to an 
increasingly exclusive absorption in power as such, explained away and justified by 
all sorts of rationalizations. This is the inescapable logic of power politics, but 
without power politics there is no administering or running a union. 

As control is centralized at the top, more and more of the union’s 
administration becomes bureaucratized. The union’s affairs are admin- 
istered by a select group, partly professional or quasi-professional em- 
ployees, partly "'the administration,” elective officials who have been in 
office so long as to have practically nothing in common except their 
antecedence with the rank and file. The net effect is likely to be more 
efficient administration; the creation of a special privileged caste of ad- 
ministrators within the unions; the limitation and virtual extinction of 
self-government; and the restriction of the civil rights of the members. 

It should be emphasized again that the strangulation of democracy 
by bureaucracy is an impersonal process. The root cause is the indifference 
of the rank and file. With the union efficiently run, the average worker 
has little to get him excited. Like the average citizen or the average stock- 
holder, he is content to let the machine run things so long as conditions 
are good. ”Why waste time going to meetings ? We pay officials to run 
the union,” sums up the attitude. 

The Remedies 

What can be done to make unions more democratic? First of all, it 
is essential that free speech and the right to criticize be effectively safe- 
guarded. One proposal is that special tribunals be established so that all 
union discipline cases can be reviewed. Another proposal calls for a bill 

15 Herberg, op. ctt., p. 409. 
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of rights for union members clearly granting them the right of immedi- 
ate appeal to the special tribunal without ^exhausting their remedies” 
within the organization. 

These reforms have a twofold aim. They would first of all increase 
the worker's job security by granting relief against arbitrary expulsions 
from unions and hence, under union-security provisions, from jobs also. 
And, in the second place, they would subject leaders of unions to more 
vigorous criticism. This would not only keep leaders on their toes but 
would also have the tendency to develop the talents of the potential 
leader in the lower ranks who could speak up without fear of reprisal. 
The net effect would then be to lay the basis for the existence of more 
than one machine within an organization and, therefore, to provide the 
employees with a choice. 

Democracy has its cost, however. The more democratic an organ- 
ization is, the more factional conflict there is likely to be within it. Such 
conflict has the advantage of keeping the leadership sensitive to member- 
ship opinion. It also has its disadvantages. For one thing, it facilitates 
infiltration into the union by Communists and other groups who are ex- 
perienced factionalists and who are interested in converting the union 
into an instrument of a political party. Factionalism also can weaken the 
union in its dealings with employers and can increase industrial strife, 
because of the fear of union leaders to strike a bargain that is subject to 
criticism by their rivals. These costs must be recognized and accepted if 
democracy is to exist. 

Perhaps something else, however, besides institutional or legal 
changes is needed. Mr. Will Herberg, himself a labor union official, feels 
that without the creation of a "'labor conscience” these institutional and 
legal reforms will not be successful. Certainly, unless union members 
and the public at large take an interest in democracy, those who would 
rule by dictatorship will continue to deny basic rights to members of 
some unions. 

LABOR RACKETEERING 

Deficiencies in trade-union government which have been discussed 
in this chapter do not necessarily involve ""racketeering” as the term is 
commonly used. What racketeering involves is the conversion of the 
union to the private benefit of the union official. A union official may 
engage in all sorts of undemocratic practices and still not convert the 
union into an instrument utilized primarily for his own benefit. John L. 
Lewis is a conspicuous example of a union leader who has not hesitated 
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to use extremely undemocratic methods. Even Lewis’ enemies, however, 
do not accuse him of robbing the union treasury or of using bargaining 
sessions to obtain bribes for himself instead of wage increases for the 
miners. 

In contrast, consider the case of Dave Beck. Born in poverty, he 
worked himself up from laundry driver to the presidency of the country’s 
largest union, the Teamsters. Not satisfied with the power, prestige, and 
affluence of office, he used the union as a vehicle for personal moneymak- 
ing, greedily turning almost every opportunity to his profit. Finally, he 
was forced out by Senate committee revelations and an indictment for 
income tax evasion. 

Or take the case of Joe Fay, once vice-president of the Operating 
Engineers’ Union. A ruthless man who was publicly charged, but never 
prosecuted, for the murder of a rival (and honest) union official in 1937, 
Fay bullied his way to power in the New York City building trades after 
starting out working in a sand and gravel pit. He was finally indicted in 
1943 for (1) extortion from building contractors; (2) kickbacks wrung 
from workers employed by these contractors; and (3) income tax evasion. 
The extortion charge sent him to jail in 1947. 

Extortion and kickbacks go hand in hand with the labor racketeer. 
He takes his cut from the employer who is threatened with "labor trou- 
ble” if he does not "co-operate.” At the same time the racketeer has his 
hand in the workers’ pockets, depriving them of part of their earnings. 

The power of labor racketeers easily grows once it starts. Fay ex- 
torted money from contractors to hire gangsters whose job it was to smash 
physically the leadership of a local union which would not go along with 
him. Such ill-gotten money can also be used to bribe police officials and 
politicians, to establish gambling and prostitution rackets, or to give other 
union officials of weak character a "cut” and thus pull them within the 
racketeer’s orbit and control. 

Fay had another angle. He had long been an official of several con- 
struction companies, thus working both sides of the fence. His contempt 
for workers whom he is supposed to represent is best illustrated by the 
attempt of contractors to add his extortion demands to wages. Fay re- 
fused. He wanted it to hire gangsters, to live lavishly, and to give $1,000 
per night parties for himself and his cronies. 

Employers propositioned by Joe Fay and his ilk are not always re- 
luctant to co-operate. It is often cheaper to pay extortion than to give 
wage increases. Moreover, the labor racketeer is not solicitous of the 
union workers. Working conditions need not live up to the contract re- 
quirements. Even the contract wage may be undercut. The contractors 
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testified against Fay only after the New York City District Attorney had 
subpoenaed their books and records. And since then many of these con- 
tractors have recommended Fay’s parole. 

Even in jail the power of the racketeer may not be broken. Fay’s 
lieutenants ran his union affairs and put his wife on the union payroll 
while he was in jail. Politicians, contractors, and labor leaders made him 
the most visited man in jail. But the murders of two rival union leaders 
spotlighted Fay’s influence. Publicity is the racketeer’s worst enemy. Fay’s 
influence is on the downgrade. 

Not all labor racketeers grow up in the labor movement like Fay. 
Some are full-fledged lawbreakers before they become union function- 
aries. Some Capone gangsters took over unions in Chicago by force in the 
early 1930’s, The Anastasia brothers and numerous others have done 
the same thing on the New York water front and have taken over unions 
as sources of income and power to add to their other rackets. 

Causes of Racketeering 

Labor racketeering is likely to flourish in those industries in which 
employment is unstable and strikes are extremely costly. In such instances, 
notably the building trades, the longshore and the amusement industries, 
the labor force changes so fast that opposition to leadership is difficult. 
More often than not, there are more men than jobs so that the power of 
dispensing jobs is great, and the fear of unemployment inhibits opposi- 
tion. When opposition within the xmion arises, a beating or a murder can 
squelch it. 

Employers find extortion cheaper than strikes, especially if it lessens 
union pressure for wage increases. In the building trades, a strike can 
ruin a builder. The sale of '^strike insurance” by crooked union business 
agents is not uncommon in this industry. 

Racketeering and Public Policy 

Racketeering is thus a cancerous growth on the labor movement. It 
affects only a small portion of unions, but a significant enough group to 
be of public concern. Moreover, union racketeering is often a part of a 
larger setup featuring crooked business and political deals. 

Obviously, such racketeering is more of a police than a labor-rela- 
tions matter. Too often local authorities are unable or unwilling to cope 
with the situation, and sometimes state officials are in no better position. 
A bi-state authority established by New York and New Jersey is now try- 
ing to control crime on the New York City water front. Among the laws 
it must enforce is one barring those convicted of felonies from serving as 
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union officials. There is merit in such a role, judging by the way racketeers 
leave jail and resume their former ways. 

Another need is more rigid control of union funds. By strict regula- 
tion here, the potential "gravy” which attracts racketeers can be elimi- 
nated. This is especially important with the large sums now going into 
welfare funds. 

More than anything else is there need for better public morality and 
participation in union and political affairs. Unless the public is alert, and 
unless union members are alert, greedy men will take over their unions 
and their political parties. There is no substitute for a conscientious elec- 
torate and good officials. Combined with pitiless publicity, these are often 
better than new laws in keeping unions clean. 

THE GOVERNMENT OF THE AFL-CIO 

The government of the American Federation of Labor reflected the 
deliberate desire on the part of the founders of that organization to lodge 
the principal power in the hands of the national unions. The AFL con- 
stitution gave its President no authority to intervene in the affairs of its 
constituent unions. Consequently, a mild-mannered leader like Wil liam 
Green took refuge in his lack of authority when pressured to act against 
an affiliate. Stronger personalities, like AFL founder Samuel Gompers or 
George Meany, used the prestige of office to assert leadership when an 
affiliated union misbehaved, without violating the technicality that na- 
tional unions are autonomous bodies. 

Since the CIO was organized by former AFL unions, it is not sur- 
prising to find that its constitution was similar to that of the AFL. Thus 
the CIO constitution gave the president no statutory authority over affili- 
ated unions. Until the death of Philip Murray in November, 1952, how- 
ever, the CIO executives, Mr. Murray, and John L. Lewis before hiin, had 
great influence over affiliated unions. This was true not only because 
Lewis and Murray had, each in his own way, strong leadership personali- 
ties, and because both were the heads of powerful affiliated unions be- 
sides heading the CIO itself: Lewis of the Mine Workers, which he later 
took out of the CIO which he did so much to found; and Murray of the 
Steelworkers. It was also true because Lewis and Murray helped to or- 
ganize many of the unions affiliated with the CIO, and other leaders in 
the CIO looked up to them and greatly respected their judgment. 

But Walter Reuther, the last CIO head, had to tread softly. He 
won his CIO presidency over the stiff opposition of David MacDonald, 
Murray s successor as head of the Steelworkers, who supported the since 
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deceased Allan Haywood. Reuther is head of the Auto Workers, the 
CIO’s largest affiliate, but the Steelworkers Union is almost as big. If 
the Steelworkers had left the CIO, as occasional rumor had it doing, the 
CIO might have broken up. Hence the ambitious Reuther was in no posi- 
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tion to enforce his will upon the CIO as Lewis and Murray once did 
— a fact which undoubtedly contributed much to Reuther’s willingness 
to merge with the AFL without contesting with AFL president George 
Meany for the top position of the merged federation. 

Figure 5 describes the formal governmental structure of the AFL- 
CIO. It is much like that of the AFL (and the CIO which was modeled 
on the AFL) . The Executive Committee is a new development, which 
stems partially from the fact that the Executive Council was almost 
doubled in size after the merger. 

The supreme governmental body is the annual convention which 
meets biennially. Between conventions, the Federation is ruled by its Ex- 
ecutive Council composed of the heads of twenty-seven unions who are 
vice-presidents of the Federation, plus the AFL-CIO’s only two full-time 
salaried officers, the President and the Secretary-Treasurer. The Executive 
Committee which meets bimonthly is a committee of six members of the 
Council, elected by the Council, plus the President and Secretary-Treas- 
urer. AFL-CIO vice-presidents receive no salaries from the Federation. 

National union control of the AFL-CIO conventions is insured by 
the method of representation. Each national union is entitled to send 
delegates to the convention in accordance with the formula based upon 
the membership for which monthly per capita tax has been paid to the 
AFL-CIO, shown in Table 11. 


TABLE 11 

Membekship Formula for National Union Representation 
IN AFL-CIO Conventions 


Per Capita Tax Paid 
on Membership 

Delegates 

Permitted to Vote 

Up to 4,000 

1 

4,000 Up to 8,000 

2 

8,000 uo to 12,000 

3 

12,000 up to 25,000 

4 

25,000 up to 50,000 

5 

6 

50,000 up to 75,000 

75,000 up to 125,000 

7 

125,000 up to 175,000 

8 

Over 175,000 

9+1 for each 
additional 
75,000 



In contrast, directly affiliated locals — that is, local unions which are 
affiliated with no national union but are attached directly to the Federa- 
tion — are accorded just one delegate, as are city aod state federations and 
departments. 
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Most delegates to AFL, CIO, and now AFL-CIO conventions are 
officials of affiliated unions. The rank and file are more apt to be repre- 
sented at conventions of affiliates. This does not, of course, imply that the 
AFL-CIO conventions do not represent rank-and-file opinion. 

The AFL and CIO organi 2 ed local unions for direct affiliation to 
it only when no affiliated national union has jurisdiction over the persons 
involved. After the merger, most of these unions were turned over to a 
national union. City and state councils are co-ordinating bodies which 
were chartered by the AFL and CIO in cities and states for the purpose of 
giving direction and leadership to affiliated unions, and to represent the 
AFL or CIO point of view before city and state officials. Often the lead- 
ers of these central bodies have considerable influence in their areas. They 
assist unions with bargaining, represent them before public bodies, and 
generally aid and co-ordinate their activities. The merger agreement pro- 
vided the state and city AFL and CIO organizations had until December, 
1957, to merge voluntarily. After that, the AFL-CIO was supposed to 
force merger. By the deadline, less than half had merged. 

The Industrial Union Department was created to give the CIO 
unions a co-ordinating body within the merged Federation. Other unions 
with industrially organized segments have since joined this Department, 
but it remains principally a focal point for the old CIO group, and a 
platform for Walter Reuther, head of the Department, to expound his 
views as he formerly did when President of the CIO. 

With the exception of the Union Label Trades Department, which 
is a propaganda organization to promote the use of union-made goods, 
the other Federation departments act as co-ordinating bodies for craft 
unions which operate in the same industry. Their independence and im- 
portance varies considerably. Thus the Railway Employees Department 
is composed of the six (seven until 1952 when the Boilermakers and 
the Blacksmiths amalgamated) unions which have organized the railway 
shop employees. It is the most independent of the departments, having its 
headquarters in Chicago instead of in Washington where the AFL-CIO 
headquarters are located. The Railway Employees Department, through 
local divisions on each railroad on which it has unionized the shops, acts 
as the collective bargaining agent for the shop employees. 

The Metal Trades Department and the Building Trades Depart- 
ment are less closely knit organizations. The former operates principally 
in shipyards; the latter, of course, in the building trades. Both establish 
local councils which act as the bargaining co-ordinator or agent for the 
unions involved. Both these departments play an important role in iron- 
ing out jurisdictional disputes among their members and often act as bar- 
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gaining agents for the unions in their field which operate in their areas. 

It is possible for one international union to be a member of several 
AFL-CIO major departments. In fact the International Brotherhood of 
Electrical Workers has membership in three, and other unions are mem- 
bers of at least two. 

The AFL-CIO services its affiliates with a wide variety of functions. 
It attempts to decide disputes among them; it co-ordinates and supple- 
ments their organizing work; it supplies them with a series of news pub- 
lications, maintains a legal department, and acts as official representative 
in political matters, although it has been careful not to back a particular 
political party because of the differences of views among its members. In 
actual fact its political activities are largely concentrated in promoting 
pro-labor legislation in the states and in Congress and in opposing legis- 
lation considered generally detrimental to labor. 

The AFL-CIO receives its funds from the per capita tax of 4 cents 
per month which each international union pays, supposedly, on each of 
its members. We say "supposedly” because sometimes the larger unions 
tend to report to the AFL-CIO a membership considerably less than they 
have in order to keep down their cost of belonging to the Federation. As 
a result, AFL-CIO membership figures which are based upon the per 
capita taxes received may be understated. 

Even before the AFL-CIO merger, AFL President George Meany 
took a firm stand against misbehavior on the part of unions affiliated 
with the Federation. For example, he led the fight which resulted in the 
expulsion of the racket-ridden International Longshoremen’s Association, 
and the vain attempts to displace the ILA by a clean union in the Port 
of New York. 

The CIO’s prior expulsion of the Communist-controlled imions and 
Meany ’s tough attitude toward racketeers set the stage for the govern- 
ing body of the merged Federation to stand in judgment on the ethics 
of the leaders of unions affiliated with the Federation. Article VIII (7) 
of the AFL-CIO constitution set up procedures to implement the doctrine, 
adopted in the new merger constitution, that affiliated unions shall be 
free of corrupt influences and totalitarian agencies. The Executive Coun- 
cil is empowered to conduct an investigation, to direct an affiliated union 
to take action on these matters, and on a two-thirds vote to suspend an 
affiliate pending action by the convention. This was the procedure fol- 
lowed in the suspension of the Teamsters’ Union, which the convention 
then expelled. 

In order to handle questions under Article VIII (7) , the AFL-CIO 
has adopted a number of codes of ethics designed to eliminate: 
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1. Racketeers, crooks, communists, and fascists from positions of leadership; 

2. Conflicts of interest arising from union leaders engaging in "business ac- 
tivities”; 

3. Health and welfare fund management. 

Earlier in this chapter, we discussed point 3 (see Table 10, p. 116) . 
Under point 1 (racketeers, etc.) , the AFL-CIO obligates affiliated unions 
to clean out officials convicted of crimes of moral turpitude, or who 
are known as crooks, communists, etc., or who invoke the Fifth Amend- 
ment to avoid proper scrutiny by a proper legislative or law enforcement 
agency. 

The conflict of interest point deals with situations such as have been 
revealed by the Joe Fay or Dave Beck type of leadership whereby a union 
leader has a substantial personal financial interest in a concern or con- 
cerns dealing with unions which they represent. The AFL-CIO demands 
that union officials be "'scrupulously careful to avoid any active or poten- 
tial conflict of interest.’’ 

The Ethical Practices Committee of the AFL-CIO, headed by the 
President of the Machinists’ Union, holds hearings on charges and recom- 
mends action where the Codes of Ethics have been breached. Several small 
unions and as noted, the Teamsters, have been ordered to clean up, be 
suspended, or put into receivership. The AFL-CIO, conscious of criticisms 
and anxious to avoid restrictive legislation, is regulating the conduct of 
affiliates to a degree not even considered by the AFL of William Green’s 
day. 

QUESTIONS FOR DISCUSSION 

1. Debate the pros and cons of this issue: ^'Resolved — It is impossible for unions 
to be democratic and to be run effectively.” 

2. What are the factors that determine the structure of a national union ? Do these 
same factors determine the govermne7it of a union? 

3. Is there a local union in your area? Try to find out about how it is run and who 
nms it, and discuss your findings in class. 

SUGGESTIONS FOR FURTHER READING 
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Collective Bargaining 
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ORGANIZING AND 
NEGOTIATING 


How do workers become organized in a union ? What 
happens when collective bargaining begins ? What are the wage and non- 
wage issues which concern labor and management in the collective bar- 
gaining process? What about strikes, * mdustry-wide bargaining,” and 
'labor monopoly”? These vital questions will be the subject of our dis- 
cussion in this and the following three chapters. 


ORGANIZING 

When a union representative sets out to unionize a group of work- 
ers, what does he do ? There are probably as many organizing techniques 
as there are organizers, but some general patterns have emerged. 

The unorganized plant may be called to the union’s attention in a 
variety of ways. Often employees contact the union to interest it in estab- 
lishing a local union for them. Other times the employers with whom 
the union deals stress the competition of nonunion firms and give the 
union representatives names and places as well as facts and figures. And 
frequently, the union will itself map out a drive to bring the nonunion 
plants within the fold. 

The nature of the organizing campaign will depend upon the skill 
of the union leadership and the nature of the objectives. For a small 
group, the union drive may consist exclusively of personal contact of 
workers by the union representative. Organizing campaigns involving 
large companies include radio and newspaper publicity, leaflet handouts, 
large public meetings, and other methods of arousing enthusiasm in addi- 
tion to the essential personal contacts. 

As soon as possible, the organizers attempt to establish contact with 
sympathetic workers in the plant. Such workers act as volunteer organ- 
izers within the plant and form the nucleus of the budding union organi- 
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23 tion. As the union following incresses, membership meetings sre held, 
and a program for building a local union is developed. 

Most union organi 2 ers recognize today that their job is growing 
progressively more difficult. In most industries, the large firms have been 
organized. Future increase in membership can come only from the labori- 
ous task of organizing hundreds of smaller firms with relatively small 
labor forces. Where large companies still remain unorganized, they are 
"tough nuts to crack.” If they have held out this long against the on- 
slaught of union organization drives, they apparently know all the tricks 
of defeating attempts to organize. Moreover, a powerful weapon has 
been put into the hands of antiunion employers in the form of the Taft- 
Hartley Act. As we shall see in Chapter 23, this Act enables employers to 
delay representation proceedings by charging the union with unfair labor 
practices with the result that employees lose interest in the organizing 
drive and the company keeps out the union. 

Unions are often careful to select organizers who fit in with local 
requirements. Sending a New Yorker to the South is not likely to achieve 
as good results as employing a native southerner for the job. Organizers 
of the same ethnic or racial groups as the plant workers often find it 
easier to gain recruits than do those of other stock. The smart organizer 
tries to gain the allegiance of the natural leaders within the plant — those 
who are respected and who will be listened to by their fellow workers. 

Winning Union Recognition 

Before the passage of the Wagner Act in 1935, if unions wished to 
win the right to represent workers, and if management did not volun- 
tarily agree to recognition, the only way to settle the question was a strike. 
If the union won the strike, it was recognized as the bargaining agent for 
the workers, at least until such time as management could oust it. If the 
unions lost the strike in the first place, as was typical, there would be no 
union recognition as bargaining agent. Under such conditions, union or- 
ganizing strategy was directed mainly toward organizing key workers 
whose skill or strategic position enabled them to cripple production by a 
strike. 

Today, procedures are provided under both federal and some state 
laws^ for peaceful determination of collective bargaining representatives. 
The Wagner Act, and later the Taft-Hartley Act, provided that "repre- 
sentatives . . . selected for the purposes of collective bargaining by the 
majority of the employees in a unit appropriate for such purposes shall 
be the exclusive representatives of all the employees in such units for the 

1 See Chapters 23 and 25. 
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purposes of collective bargaining. . . Congress gave to the National 
Labor Relations Board the power to conduct elections or otherwise to 
determine what union, if any, shall represent a given group of workers 
for collective bargaining. Once a union is certified by the NLRB as the 
bargaining agent, an employer must deal with it. 

The passage of the Wagner Act changed union organizing tactics. 
Instead of aiming for a strike, unions now aim to win an election. Instead 
of concentrating on a few skilled or strategically located workers who 
can shut down the plant, unions now attempt to convince a majority to 
vote for the union. The vote of an unskilled worker is equal to that of a 
skilled man in the same bargaining unit. The area of the organizing cam- 
paign has thus been broadened from the skilled to the entire plant. In 
some ways today it includes the whole community. 

Many unorganized groups of workers are concentrated in areas, 
such as the South, where there is great public distrust of unions. When 
the Textile Unions try to organize mills in various southern towns, they 
frequently find arrayed against them not only employers but also local 
government officials, civic groups, newspapers, and church groups. South- 
ern textile mills remain unsigned not only because of the effective use 
made by employers of the protection afforded them by the Taft-Hartley 
Act but also — and more important — because the unions have not been 
able to sell themselves to the southern workers and their communities. 

WHEN THE UNION ENTERS 

A union organizing campaign, by its very nature, upsets existing 
relationships and unbalances emotions within a plant. The job of the 
union organizer is in many respects that of initiating the transfer of 
the employees’ loyalty from the employer to the union. To accomplish 
this he is likely to point up existing or imagined grievances, to promise 
extraordinary and often unattainable benefits, to appeal to the worker to 
join with his fellows at the peril of being a social outcast, and to give 
impetus to the impulse of aggression and hostility which exists dormantly 
within most individuals.^ 

The purpose of the union, of course, is to win the representation 
election conducted by the National Labor Relations Board or otherwise 
to gain recognition from the employer as the bargaining agent. To ac- 
complish this purpose, the union must sell itself to the workers, and just 
as in political campaigns, almost no holds are barred. Under such circum- 

2 B. M. Selekman, Labor Relations and Human Relations (New York: McGraw-Hill 
Book Co., Inc., 1947). 
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stances, the employer finds himself under extraordinary temptation either 
to talk back or to develop a keen emotional animus toward the union and 
Its personnel. Some employers also feel that they should keep the record 
straight for their employees, that they should advise their employees to 
vote in representation elections so that decisions will not be made by 
default, and that they should correct grievances which are called to their 
attention by the union organizing campaign. If done properly and accom- 
panied by no acts of coercion toward the union, such acts are not con- 
sidered unfair labor practices under federal labor law. 

On the other hand, the more heat generated in the organizing cam- 
paign, the harder it is to get down to peaceful collective bargaining, 
if the union wins representation rights. Despite the fact that the Taft- 
Hartley Act and various state laws do provide a peaceful means for de- 
termining bargaining representatives, pre-election organizing campaigns 
and the elections themselves are still sometimes characterized by violence, 
name calling, and picket lines. A major source of this conflict between 
employer and union arises out of the attempted exercise by representa- 
tives of each of the prerogative of free speech. Employers are prone to 
characterize union organizers as Communists, while organizers are equally 
prone to paint nonunion employers as reactionary ogres who will cut 
wages unless the workers organize. 

Employers who attempt to convince their employees that they are 
better oflP without a union may find that they have violated the Taft- 
Hartley Act by intimidating workers in the free exercise of their rights to 
choose their bargaining agent. Union organizers, on the other hand, com- 
plain that they are often denied equal opportunity and facilities to get 
their viewpoint across to employees, and when they stage mass rallies or 
picket at the factory gate so as to influence employees leaving or entering 
the plant, they may find that the employer has obtained an injunction 
prohibiting such activity. Some of these problems involved in the exercise 
of free speech by employers and picketing for organization purposes will 
be discussed in Chapter 23 in connection with analysis of the Taft-Hartley 
Act. 


Problems of Early Adjustment 

When the election is over, and if the union wins bargaining rights, 
the parties sit down at the conference table to negotiate an agreement 
which will govern their relationship for the next year, or often with 
amendments in the wage-and-hour provision for even longer periods. 
Then there is a real need for clear heads and mutual understanding, not 
name calling and emotionally generated heat. But such a change in atti- 
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tude, although undeniably beneficial to stable labor relations, cannot be 
achieved overnight. Charges, recriminations, and abusive remarks made 
in the heat of the preceding battle are not quickly forgotten. The union 
has the job of making good on as many promises to the employees as it 
can, and of establishing itself firmly not only with those employees who 
voted against it but also with those who have been lukewarm. The union 
representative therefore is likely to make extravagant demands and to be 
unwilling to compromise. 

The employer, on the other hand, often retains the view that the 
employees were better off without the union, and he is disinclined to 
yield any concessions which would strengthen the union position and thus 
indicate to employees who were either lukewarm in their adherence to 
the union or who voted against union representation to believe that there 
were substantial benefits to be gained through retention of the union as 
bargaining agent. 

As a matter of fact, stable bargaining relations are unlikely to be 
achieved until the employer finally accepts the idea that the union is in 
his plant to stay. This is a fact which many employers find very difficult 
to accept. Many employers rationalize their own opposition to the union 
by accepting the arguments which they so strongly urged to their em- 
ployees; namely, that the union officials are outsiders who are not inter- 
ested in the welfare of the workers, that the employees do not need a 
union, that the employer has always been fair to the employees, and that 
once the employees have the sad experience of seeing how corrupt the 
union officialdom is and how little it accomplishes for the workers, they 
will oust the union and return to the happy state of affairs which existed 
prior to the advent of the union organizer on the scene. 

Management has the opportunity to start bargaining relations off 
on the right foot by dealing with the union honestly and fairly as a 
permanent institution and by forgetting any unpleasantness that devel- 
oped during the organizing campaign. Management can also be helped 
by employing competent advisors who are experienced negotiators. At 
the same time, the union leaders can help to ease the tension by sending 
in new personnel to conduct negotiation of the contract — ^persons who 
cannot be charged with responsibility for any false accusations or violence 
which may have occurred in the course of organizing the plant. 

Grievance Setflemenf 

Both labor and management who are parties to a new collective 
bargaining relationship can be aided if they establish "'grievance machin- 
ery'' before negotiation of the contract. Generally, grievance machinery 
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is incorporated in union contracts because peaceful labor-management 
relations require an acceptable efficient method of settling disputes which 
arise over interpretations and applications of the labor agreement. When 
the contract is being negotiated, it is never possible to anticipate all situ- 
ations which might arise during the term of the agreement. Nor is it 
possible to forestall all disputes over the meaning of specific contract 
language or the application of contract clauses to specific situations. 

The typical union-management agreement, therefore, contains pro- 
visions — '"grievance machinery’' — for the settlement of disputes arising 
out of contract interpretation and application. The grievance machinery 
usually includes a series of steps with a higher level of union and manage- 
ment authority participating at each step. To induce settlement without 
a work stoppage, more and more contracts provide for a terminal step of 
arbitration, to which are referred disputes which the parties cannot settle 
in any of the earlier stages. By 1952 the U.S. Bureau of Labor Statistics 
found that 89 per cent of the contracts which it examined provided for 
such arbitration. 

Before the contract is negotiated it cannot, of course, be interpreted, 
but during the pre-negotiation stage, and while the contract is being ne- 
gotiated, grievance machinery can perform several important functions. 
First of all, it can provide a way to let off some of the steam which was 
generated during the organizing campaign. Persons with complaints, or 
those who think they have complaints, can at least obtain a hearing from 
the grievance setup. Many grievances are settled simply by letting the 
person aggrieved talk. 

By working together on the grievance committee, management and 
labor representatives get to know each other, always a necessity of good 
relations. Prompt, efficient settlement of complaints at this stage is one 
way each party can demonstrate good faith. 

Another advantage of establishing a grievance machinery at this 
stage is that it removes petty matters and individual complaints from the 
contract negotiations. The labor contract sets general rules and regula- 
tions. Negotiations are only made difficult if cluttered up with individ- 
ual complaints. Smoothly working grievance machinery permits more 
thoughtful and deliberate negotiations and removes from them problems 
of individual employees, which are not properly the subject of a collective 
agreement but rather should be handled as grievances. 

Negotiating the Contract 

Negotiation of a contract, whether by a new union or an established 
imion, is always a battle of wits between the representatives of manage- 
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ment and the representatives of the union. In many cases, the general 
pattern of the contract will have been set before the negotiators even 
sit down at the conference table. This is true not only of the amount 
of any wage adjustment sought by the union but also with respect to 
the general content of the contract. Quite often the union will present the 
employer with a form of contract used by other organized employers in 
the same industry or by the same union in another industry. Or it may be 
that the employer will submit a form of contract which contains various 
clauses taken from other contracts in the industry or area. 

Even if neither party presents a proposed contract, the *'Big Bar- 
gains’" — like those between the United Auto Workers and General Mo- 
tors, the United Steelworkers and United States Steel — or the big bargain 
in the particular industry or area may well have decided the general tenor 
of the agreement. But even where the general pattern has been set, the 
course of bargaining between the employer and union representatives will 
determine the extent to which the general pattern will be modified to 
suit the needs and peculiarities of the particular firm involved. 

Collective bargaining has been euphemistically referred to as "col- 
lective arguing.” Since both parties sit down together with the intention 
of bargaining, they are likely to conceal the ultimate position which they 
are prepared to take and commence bargaining from extreme positions. 
If the union is prepared to settle for a 10 cents an hour increase, it may 
submit a demand for 30 cents an hour. Although the union’s intention, 
when it makes such extravagant demands, is usually apparent to a skillful 
management representative, submission of such demands at the outset of 
negotiations accomplishes two useful purposes from the point of view of 
the union. In the first place, there are always certain extreme elements 
in the union who vociferously urge that large wage adjustments, such as 
30 cents an hour, be obtained. Such a demand must, therefore, be pre- 
sented at the bargaining table and a retreat taken from this extreme posi- 
tion only after there appears to be a last ditch stand taken in the face of 
overwhelming employer opposition. In the second place, human nature 
is so constituted that management may be readier to settle at 10 cents an 
hour, and management representatives will feel that they have done a 
better job of bargaining if the union demand starts at 30 cents an hour 
than if it starts at 10 cents. The employer cannot, of course, know pre- 
cisely what the union minimum demand really is. By starting from a high 
figure, therefore, the union hopes to improve its chances of picking up a 
few cents an hour which it might not otherwise have obtained had it 
started at a figure closer to the true minimum. 

This method of bargaining is not always either smart or successful. 
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Experienced management negotiations often refuse to make a genuine 
offer until the union "gets realistic.” Often the only result of fantastic 
union demands is a delay in negotiations or an increase in bad feeling. 

Collective bargaining frequently looks like a show. Sometimes the 
oratory and gesticulations are made to impress the parties on the other 
side of the table. Sometimes there may be an actual audience, as is the 


FIGURE 6 

The Index to a Typical Collective Labor Agreement 
Showing the Range of Subjects Covered 
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case when the union business agents bring with them a large negotiating 
committee representing the membership. Then the business agents are 
anxious to impress the negotiating committee with their skill as negoti- 
ators and the fact that the employer is a tough party to deal with. So they 
play to the galleries. Occasional walkouts by the union or management 
representatives from the bargaining table have come to be accepted as 
part of the byplay of collective negotiations. 

The union, of course, does not have a monopoly on '’acting ability.’’ 
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Employers also have become efficient in the art of predicting dire conse- 
quences if compelled to grant the union demands. When a representative 
of an employer association, or an outside consultant or lawyer, handles 
the company negotiations, he may also engage in theatrics to impress man- 
agement personnel on the negotiating committee. Sooner or later, how- 
ever, both sides get down to business, and usually a contract is hammered 
out. (See Figure 6 for the index of subjects covered in a typical agree- 
ment.) 

Satisfying the Constituents 

No matter how smart the union may be or how fair the employer 
(an employer’s being fair does not mean inept bargaining on his part), 
there will always be some employees in the plant who will be dissatisfied 
with the results. Usually, they are groups to whom the union promised 
something that was not obtained. They are the union’s problem as well 
as the employer’s. Moreover, difficulties in the home may cause some em- 
ployees to discover ^'grievances” which are merely figments of their im- 
agination, for their private lives may have upset them emotionally. 

These problems require sincere, sympathetic, and honest treatment 
by both management and union officials. Grievances must be settled, not 
won. It does no good to prove that a grievance did not really exist. Pent-up 
grievances, however imaginary, are the sparks that flame into "quickie” 
strikes. A real attempt must be made to find the sources of the difficulties 
and to correct them even if they are totally unrelated to the grievances 
presented; otherwise dissatisfaction continues. 

Even under the best conditions, a new relationship between man- 
agement and labor may be hindered by an occasional "wildcat” stoppage 
led by irresponsible elements who cannot be controlled by union officials. 
It must never be forgotten that union officials are elected and, to retain 
their positions, cannot be too tough on contract breakers until their re- 
lationship with management is firmly established. Sympathetic under- 
standing, rather than emotional reaction, is needed in crises of this kind. 
Patience and good faith bear fruit. Often it takes a long time to establish 
good management-union relationships, but those who have them testify 
that they are worth waiting for. 

If, however, "wildcat” strikes or slowdowns continue despite com- 
pany patience and good faith, it may be because understanding has de- 
generated into appeasement. Then a firm management hand, discipline 
of those who violate the contract, and a "no more nonsense” discussion 
with the union are usually the best methods of ending the trouble. 
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THE SOCIAL SETTING OF COLLECTIVE BARGAINING 

The attitudes and issues which develop in the process of collective 
bargaining are profoundly affected by the social environment in which 
workers and employers live and work. Although collective bargaining 
technically concerns only the conditions and terms of work in a particular 
plant or company, the demands made by workers and the reactions of 
employers to such demands may reflect broad sociological patterns affect- 
ing the community or even the country as a whole. The struggle between 
management and unions is to some extent a struggle for status — for rec- 
ognition and respect and security. This contest is not confined to the 
factory. It can be seen in the attempts of labor and management to gain 
the favorable attention of public opinion. It is likewise to be seen in at- 
tempts of labor and management groups to influence election of public 
officials. Union officials who live in a small-town atmosphere of hostility 
to unions can hardly be expected to sit down with management with any- 
thing other than an attitude of suspicion and distrust. 

Ethnical and cultural patterns in the community leave a character- 
istic imprint on collective bargaining relations. Steelworkers have fre- 
quently been Italian-born or Polish-born; garment workers, Jewish and 
Italian in background; automobile workers often Southerners, white and 
Negro. These diverse cultural and ethnic backgrounds undoubtedly in- 
fluence union policies and the course of collective bargaining in particular 
industries and localities. 

Likewise, some of the frictions which develop in a plant may be 
attributable to deep-rooted tensions in the community growing out of 
racial conflicts. Antagonism between Negro workers and white foremen 
may merely mirror the broader struggle for status of underprivileged 
Negro citi 2 ens who are discriminated against in the community and of 
white citizens taught early in life to keep *'the Negro in his place.’’ 

The social patterns which affect collective bargaining are not lim- 
ited to the local community. The changing composition of the population 
in terms of age, for example, affects the type of issue which will arise in 
collective bargaining. By I960, it is estimated that from 15 to 16 million 
persons will be over 65, whereas in 1952, those over 65 numbered only 
11.5 million. The growing number of older persons in the population 
adds new impetus to the drive of unions for pensions. 

Similarly, the scope and content of federal and state legislation has 
a far-reaching effect upon the nature of union objectives in collective 
bargaining. It is probable that if employers had joined with labor in 
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urging that the old age and survivors insurance program be liberalized 
and made more inclusive, the movement for employer-financed pension 
plans would never have gained momentum. However, with a retired 
worker entitled to only $26 a month from the government prior to the 
1950 liberalization of the Social Security law, it was inevitable that unions 
would seek to bring pensions into the scope of collective bargaining. If 
the Social Security Act had been liberalized earlier, industry might not 
have been forced into the present haphazard patchwork of varying pen- 
sion benefits.^ 

In coming years, the young men who enter our labor force will be 
quite different from the men who entered the labor force at the beginning 
of the century. They will, for the most part, be American-born, for the 
great influx of immigrants has ended. They will be better educated than 
ever before. They will have grown up in an era of full employment, rising 
standards of living, and prosperity. They will have seen unions stall great 
industries and union leaders command the respect of management and 
public officials alike. 

Such employees will demand more from industry than their parents. 
They will expect industry to maintain the flow of purchasing power and 
to create the new jobs requisite to full employment. An increasing num- 
ber of them will have some understanding of economics and of the prob- 
lems of production and distribution in a capitalistic society. They will 
want to express their opinions about management policies if management 
fails to take steps which they believe are necessary to achieve these ob- 
jectives. This undoubtedly means that new conflicts impend in the field 
of demarcating the scope of 'managerial prerogatives.”^ It also means, 
however, that we shall have a more intelligent and better educated body 
of workmen who perhaps can, through collective bargaining, work out 
a sensible labor policy in the public interest. 

THE COLLECTIVE AGREEMENT 

A collective bargaining agreement today is customarily a lengthy 
document, often drawn in final form by an attorney, which sets forth 
the basic rules and standards which will govern the relationship of the 
employer and employees during the duration of the contract. The con- 
tract terms are binding in the usual case not only on union members but 
also on all employees, whether members of the union or not, who are 
included within the bargaining unit. Union contracts customarily include 

3 Pensions and collective bargaining are discussed at length in Chapter 19. 

4 See pp. 159-62 for a discussion of management prerogatives. 
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clauses governing wages and hours, vacations, grievance procedure, union 
security, rights and responsibilities of management and union, promotion, 
layoff and discharge, and various working conditions peculiar to the plant 
or industry. As already noted, an increasing number of union-manage- 
ment agreements provide for arbitration of disputes which are not re- 
solved by the grievance machinery. 

Duration of Agreements 

Most union agreements used to be of 1-year duration. Seventy per 
cent of the union contracts examined by the Bureau of Labor Statistics 
in 1951 were of 1 year’s duration.® In each year since then, however, the 
Bureau has noted an increasing trend in preference for contracts of longer 
term. In the July, 1956, issue of the Monthly Labor Review, the Depart- 
ment of Labor stated for the first time that "the traditional one year term 
is no longer predominant, at least among major agreements.” It reported 
that approximately 65 per cent of 1424 agreements studied in 1956 were 
for terms of 2 years or more. Twenty-one per cent of the agreements 
covering 27 per cent of the workers were for terms of 3 years or more. 

The trend to longer-term contracts was greatly stimulated by the 
execution in May, 1950, of a 5-year contract between General Motors 
Corporation and the United Automobile Workers. 

The General Motors contract provided for periodic cost-of-living 
adjustments geared to changes in the Bureau of Labor Statistics index, 
annual pay raises of 4 cents an hour regardless of fluctuations in the cost 
of living, pension benefits, and a modified union shop. It was to run for 5 
years without the right by either party to reopen or make any new de- 
mands on the other. Union president Walter Reuther hailed the contract 
as an "historic” agreement, and General Motors president C. E. Wilson 
called it "unprecedented” and predicted that it would be a “stabilizing 
influence on the economy of the whole country.” 

The execution of this contract was looked upon by some economists 
as indicative of a new trend in collective bargaining agreements. Actually, 
however, this long-term contract was the result of the peculiar needs, at 
the time, of the parties to the agreement. Walter Reuther, president of 
the Automobile Workers’ Union, needed a period of relative stability to 
quell potential opposition in the UAW and to consolidate his own posi- 
tion and control. General Motors, confident of its own ability to increase 
productivity at a rapid rate through research and mechanization, was 
willing to gamble 4 cents an hour per year in so-called productivity in- 
creases in return for what they thought was the assurance of freedom 

^Monthly Labor Review, July, 1951, p. 35. 
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from further wage demands other than that required by the cost-of-living 
adjustment. In the following 3 years, however, no other company outside 
the automobile industry and the jurisdiction of the UAW was willing to 
embark upon a similar 5-year collective bargaining agreement with any 
union. Nevertheless, interest in contracts of 2 or 3 years' duration re- 
mained high. 

The Living Document Issue 

In 1953, in the third year of the 5-year General Motors contract, 
the union leadership found the contract becoming increasingly unfavor- 
able and in effect notified the company that if it wished to preserve good 
labor relations it had better release the union from the contract. Spe- 
cifically, the union requested that General Motors grant a boost in the 
annual improvement factor, incorporate accumulated cost-of-living in- 
creases into the base rates so as to insulate the employees against a de- 
clining price index, adjust wages of skilled workers, increase pension 
benefits, and eliminate a compulsory retirement goal. The union had 
made similar requests on previous occasions during the term of the con- 
tract which had been ignored by General Motors, but the union now was 
provided with a pretext for reopening by reason of the fact that the United 
States Bureau of Labor Statistics intended to discontinue the consumers’ 
price index (old series), and this series was prescribed in the General 
Motors contract as the basis of cost-of-living adjustments. Some agree- 
ment, therefore, had to be obtained with respect to use of a substitute 
index. 

The union took this opportunity to make demands upon the com- 
pany which it said it could not have anticipated would become necessary 
at the time the 5-year contract was executed, since the entire wage-cost- 
price system had been substantially altered by the advent of the Korean 
war. The UAW accompanied its demands with the pronouncement of 
a new theory of industrial relations, namely, that collective bargaining 
agreements must be administered as 'diving documents,” which presum- 
ably means that they are subject to amendment whenever the union con- 
siders that they have become burdensome. 

The UAW served notice that it would not, in the future, execute 
long-term contracts unless management demonstrated that it would deal 
with its workers on the basis of the "merits and equities of the issues 
involved” and would not attempt to "use legalisms to chisel away at the 
intended substance of the agreement that it signed,” General Motors rec- 
ognized that there were certain equities in the union position and that 
the Korean situation had altered the wage picture from that which had 
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existed at the time the 5-year contract was executed. Moreover, they 
recognized that some concessions would have to be made to the union 
in order to assure an adequate labor supply, and, of equal importance, to 
assure political stability within the union itself. In May, 1953, therefore, 
General Motors agreed to alter the contract by changing the annual pro- 
ductivity increase from 4 to 5 cents, incorporating 19 cents of cost-of- 
living increases into base pay and increasing the pay of certain skilled 
employees. 

A Paradox in Collecfive Bargaining 

The quandary in which General Motors found itself highlights a 
basic paradox in collective bargaining. Management is interested in ex- 
ecuting the most favorable contract possible. Management representa- 
tives are encouraged to drive as hard a bargain as possible, and when the 
agreement is reached and embodied in a contract, both parties are legally 
bound by the terms of the contract. But while the provisions of the con- 
tract are legally enforceable, management must always take account of 
the realities of industrial life. The fact is that efficient production cannot 
be obtained under a contract which, by reason of changing economic cir- 
cumstances, has become — in the minds of the employees or union leader- 
ship — unfair. It is for this reason that employers have sometimes found 
it expedient, even under 1-year contracts, to reopen wage negotiations 
voluntarily and to grant wage increases when a higher rate seems war- 
ranted by the economic situation. 

Even if managements refuse to acquiesce in altering the terms of an 
agreement, as did General Motors in 1953, competition may force them 
to do so. Ford at first refused even to consider Reuther’s demands for 
a basic change in the 5-year contract, and stuck to its position despite a 
crippling walkout in a key parts plant.® When, however. General Motors 
acquiesced. Ford had to surrender or risk losing its market position. 

In spite of this experience, industry, as well as unions, have con- 
tinued to look ever more favorably on long-term agreements. At the con- 
clusion of the 5-year agreement in 1955, the Auto Workers’ Union signed 
3-year agreements with the principal car manufacturers and suppliers. 
In 1957 the United Steelworkers negotiated a 3-year contract with the 
large steel producers and with many smaller steel fabricators and related 
plants— after a strike was precipitated partially over the industry’s de- 
mand for a 5 -year contract. These agreements provided for annual in- 
creases of from 6 to 12 cents per hour plus cost-of-living adjustments. 

® This walkout was not illegal since strikes-over new production standards are possible 
under the standard agreements in the automobile industry. 
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The prospect of avoiding the uncertainty and disturbances of annual ne- 
gotiations continued to attract management, employees, and union leader- 
ship toward the long-term agreement. By 1957, contracts effective for 
periods of more than 1 year and providing for deferred or installment 
wage increases covered about 5 million workers, or more than twice as 
many workers as in 1951, the period of previous peak coverage of such 
arrangements.'^ Figure 7 illustrates the growth of longer-term contracts. 


FIGURE 7 
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Bargaining during the Life of the Agreement-^Grievance 
Disputes 

Even when an agreement having a term of one year or less exists, 
collective bargaining does not end when the agreement is signed. It sim- 
ply takes a different form. Union officials are just as alert to the possibility 
of obtaining additional benefits for their membership after a contract is 
signed as before. If, for example, the union can induce management to 
make an exception on vacation policy for one worker, that exception can 
be made the basis of a demand for liberalkation of vacations in the next 
contract negotiations, either with this company or with other companies 
with which the union deals. The contract is, in a real sense, only a tem- 
porary resting place for the parties. 

In most instances, bargaining during the life of the contract is differ- 
ent than bargaining over a new contract. That is true because the bargain- 
ing after the contract has been signed is basically over the interpretation 
and administration of the agreement, whereas before the agreement is 
signed it is the language of the agreement which is in dispute. Thus some 
observers liken the negotiation of the agreement to the legislative func- 
tion of writing laws, and the interpretation and administration bargain- 
ing which goes on after the agreement is signed to the judicial function 
of interpretating laws which the legislature has enacted. 

The attitude of union and management officials toward these differ- 
ent types of bargaining is in many ways opposite. For example, we have 
already noted that a recent study of the U.S. Bureau of Labor Statistics 
found that 89 per cent of the agreements which it examined provided for 
the arbitration of unsettled grievance disputes — that is, disputes over the 
interpretation and administration of agreements. This same study, how- 
ever, found that only 2 per cent of the agreements provided for the arbi- 
tration of disputes over new or reopened agreements. In other words, 
unions and managements are v/illing to allow a third party to settle a 
dispute over an interpretation of an agreement when they cannot agree on 
the interpretation; but when it comes to the actual writing of the agree- 
ment, they want no outsider to do it for them. This is sensible, because 
no one is as qualified to write a contract as the parties who have to live 
with it. On the other hand, if the company is going to get out production, 
and if the workers are to receive steady pay, then the parties have to agree 
on a practical method which insures that production will not be inter- 
rupted by disputes over contract interpretation and administration. Then 
if either party is too dissatisfied with the results of the decision of the 
outside arbitrator who interprets the disputed clause in the agreement, 
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FIGURE 8 
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that party can attempt to have the contract altered at the next negotiation. 

Figures 8 and 9 show typical grievance machinery from the time a 
grievance is raised until it is settled by arbitration. Lest the reader mis- 

FIGURE 9 
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understand, it should be stressed that the typical grievance is settled down 
at the first step. This is particularly the case after the union-management 
relationship has matured. Once the shop foremen and the union stewards 
or committeemen both get used to each other and to living under a con- 
tract, they are likely to work out a modus operand!. For every grievance 
which goes to arbitration, hundreds, if not thousands, are settled by the 
parties themselves in the shops. 

The disputes which do go to arbitration, however, are likely to be 
important ones, or ones in which both parties feel they have too impor- 
tant a stake to compromise. That is why the provisions of the contract 
which concern the arbitration machinery are so important. 

Figures 10, 11, and 12 show the characteristics of agreements to 
arbitrate grievances, based upon a study of the Bureau of Labor Statistics 
covering 1,290 contracts in the files of the Bureau. 


Typical Grievance Cases 

So far all this may be a bit abstract to a person not familiar with 
collective bargaining issues. Let us, therefore, look at a few typical cases. 

FIGURE 10 

The Appointment of the Arbitrator 

Even though the agreement calls for arbitration of un- 
resolved grievances, settlement may be foreclosed if the 
parties cannot agree upon an arbitrator. In order to avoid 
such an impasse, 70 per cent of the agreements in the 
Bureau of Labor Statistics sample provide for an outside 
agency to select an arbitrator if the parties themselves or 
their representatives cannot agree on a selection The ma- 
jority of agreements which do not give an outside agency 
the final authority to select the impartial arbitrator provide 
for a permanent arbitrator Hence the possibility of recur- 
Bng deadlocks over selection in such cases is not serious. 

In those instances in which the parties agree in advance upon an agency to select an 
arbitrator if they cannot agree upon a selection, a private, nonprofit organization, the Ameri- 
can Arbitration Association (AAA), and a government agency, the Federal Mediation and 
Conciliation Service (FMCS), are the most widely used. State agencies which perform this 
function include the New York State Board of Mediation, the Connecticut State Board of 
Mediation and Arbitration, the Minnesota State Labor Conciliator, the Wisconsin Employ- 
ment Relations Board, and the New Jersey State Board of Mediation. 




FIGURE 11 

The Composition of the Arbitration Machinery 

The permanent arbitrator or permanent board of 
arbitration are favored by 17 per cent of the contracts 
examined, but the majority prefer a new arbitrator or 
arbitration board for each grievance dispute that goes 
to arbitration. The difference between the two types 
of arrangements is sometimes narrowed because of the 
tendency to reappoint time and again an arbitrator well 
liked by both parties. 
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FIGURE 12 

The Jurisdiction of the Arbitrator 

The jurisdiction of the arbitrator is usually limited. 
Some contracts state that the arbitrator can neither add nor 
set aside any provision of the contract. Other contracts 
limit the jurisdiction of the arbitrator to specific matters 
concerned with interpretation, application, or alleged vio- 
lation of the contract. But a minority of the contracts per- 
mits the arbitrator to rule upon “any grievances” or “any 
disputes” which are brought up as a grievance. 

The year 1953 was peculiar in that two important holidays — July 4 
and May 30 (Memorial Day) — came on Saturdays. What happened if 
the contract called for provisions for special pay or for leave with pay 
on these days and Saturday was not a workday? The answer is it all de- 
pends upon what the contract said. For if a dispute over contract interpre- 
tation goes to an arbitrator, his job is to decide the dispute in the light of 
what the contract actually says and means. 

This dispute arose at the Hanson & Whitney Company of Connecti- 
cut, which deals with the Electrical Radio and Machine Workers. Here 
the decision went with the company’s contention that it was not obligated 
to pay for these holidays not worked because the contract stated ( 1 ) that 
the regular workweek was Monday to Friday inclusive; and (2) that the 
company would pay for time lost in observance of holidays which were 
observed during the regular workweek. Obviously, in the light of this 
language, the union’s claim for pay for a Saturday holiday not worked 
could not stand up. 

The same issue arose before the same arbitration board in the case 
of the New Britain (Connecticut) Gas Company and District 50, United 
Mine Workers, but here the language of the contract was quite different. 
This contract provided that holidays shall be paid whether falling within 
the workweek or not; and furthermore that holiday hours shall accumu- 
late and be counted in determining hours worked for the purpose of com- 
puting overtime pay. Since the holiday came on Saturday after the em- 
ployees had worked 40 hours during the week, the arbitrator decided 
that the language of the contract required not only pay for the Saturday 
holiday but pay at the overtime rate of time and one half. 

Seniority is another area in which disputes are frequently hotly con- 
tested. This is especially the case when the issue involves the promotion 
of a junior man over a senior one under a contract clause which says that 
both seniority and ability will be factors in promotion.^ For example, in 

s Seniority is discussed Chapter 6. The terms “senior” and "junior” are used to denote 
length of service with a company, not age or experience. 
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a case involving the Hercules Powder Company and the Chemical Work- 
ers’ Union, the action of the company in promoting an employee with 
less than top seniority was sustained because the contract read that senior- 
ity would prevail '"only if factors of ability, aptitude and training are 
relatively equal.” The words "only if” made it clear that seniority was 
a secondary, not a primary, criterion for promotion. On the other hand, 
the action of the Southern Bell Telephone Company in promoting a junior 
employee was overturned by the arbitrator in a dispute with the Com- 
munication Workers because the pertinent contract clause read that "sen- 
iority shall govern if other necessary qualifications of the individuals are 
substantially equal”; but the company wrongly interpreted the clause to 
permit it to promote the best qualified who was not "substantially” su- 
perior to the most senior employee in line for promotion. 

Among the most difficult cases are those involving discipline. Often 
the issues are not sufficiently clear, and the evidence is blurred. For ex- 
ample, an employee may have deserved to be discharged by his conduct; 
but if the employer does not follow the procedure outlined in the contract, 
the arbitrator may have to reinstate the employee because contract pro- 
cedure must be followed if an action is to be sustained in arbitration. In 
other cases, union officials will carry discharge cases to arbitration because 
the rank and file demands that officials fight for the membership, right or 
wrong. Even if the arbitrator sustains the discharges, the union official 
can take credit for putting up a good fight. 

These cases illustrate not only how grievance disputes are settled but 
also why contract interpretation is so important to both labor and man- 
agement during the life of the agreement. By settling disputes over inter- 
pretation and administration, and by working out disagreements, labor 
and management use the grievance machinery to turn a dry-reading con- 
tract into a way of working together. 

Grievances are important to the union leadership in other ways. 
They afford an opportunity to gain the workers’ loyalty and support by 
effectively arguing workers’ causes with management in the many disputes 
which are processed through the grievance machinery. Furthermore, oper- 
ation of the grievance machinery provides opportunities for thousands of 
workers to serve as union stewards and committeemen and thus to gain 
familiarity with the process of collective bargaining. Several hundred 
thousand union members now serve in these minor positions. By partici- 
pating in the grievance machinery, these men are training themselves for 
future union leadership and at the same time doing something which 
raises them above the monotony of tending a machine. 

Management’s representatives in the shop, the foremen, usually find 
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that dealing with a union makes their job much more difficult. Once the 
union is in, the foremen’s commands are subject to union challenge. But 
the foreman who learns to deal effectively with the union is training him- 
self for a bigger job — for this foreman has learned to deal with people in 
a situation where not command but persuasion is the means of getting 
things done. 

Bargaining during the Life of the Agreement — New Issues 

The traditional and common-sense view of labor contracts has been 
that once the contract is signed, no new issues may be brought up and 
discussed until the contract is up for renegotiation. But let us suppose 
that during negotiations, the issue of pensions was not referred to. Then 
before the agreement ran out, the union demanded that the company dis- 
cuss the inclusion of pensions in the contract. The National Labor Re- 
lations Board has ruled that where a matter has not been discussed in 
bargaining, it may be brought up and the employer must bargain about 
it even during the life of the agreement. To be sure, the employer is not 
required to agree; but he must bargain. 

This ruling has been greeted with dismay by most employers who 
now frequently demand that unions waive the right to bring up new mat- 
ters when the agreement is signed. It is difficult to blame employers who 
wish to protect themselves against this NLRB ruling. For when the con- 
tract is negotiated, costs of labor are expected to be based upon the terms 
and conditions set forth in the agreement. If new and often costly issues 
can be brought up at any time, and pressure brought to bear to put them 
into the agreement, stability of costs or of any other aspect of labor re- 
lations cannot possibly be attained. 

THE SCOPE OF BARGAINING 

In a resolution adopted at its thirteenth constitutional convention 
in November, 1951, the CIO demanded equal union sharing of such tra- 
ditional management functions as determination of prices, production 
levels, rate and nature of capital investment, size and location of indus- 
trial plants, and the development and conservation of natural resources. 
Although the unions formerly affiliated with the CIO have done nothing 
substantial to implement this policy, the reactions of a substantial part of 
American management to this statement were probably unprintable, for 
this resolution had impinged upon one of the most sensitive areas in col- 
lective bargaining relations. This is the question of just what spheres of 
activity are solely for management determination. 
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Union policy with respect to wages has always been phrased in terms 
of "more, always more.” Management fears that unions intend to apply 
this same policy to the scope of collective bargaining. Attempts to set a 
limit to union encroachment upon managerial prerogatives has been the 
source of frequent clashes between management and union groups both 
on local and national levels. One of several disagreements which marred 
President Truman’s ill-fated labor-management conference in 1945 in- 
volved the question of managerial prerogatives. Employer representatives 
demanded that labor agree to a "listing of specific management func- 
tions.” Union representatives refused "to build a fence around the rights 
and responsibilities of management on the one hand and union’s on the 
other.”^ Except for the issue of union security (discussed in Chapter 6), 
to which it is closely related, probably nothing in industrial relations pro- 
duces so much emotional conflict, so much heat, and so little light as the 
debate over the proper scope of managerial prerogatives. 

The Meaning of Managerial Prerogatives 

Managerial prerogatives may mean different things to different peo- 
ple. For the most part, however, the term is used by the group in society 
who may be termed the "professional managerial class.” These are the 
managers of large corporations as distinguished from the stockholders 
who are the owners. These people, who include in their ranks the whole 
array of business executives and administrators from president down to 
foreman, are a group set apart from both labor and owners. In a very real 
sense the conflict over managerial prerogatives and functions is part of 
the struggle of this group for status and recognition — a struggle which is 
as important to this group as is the struggle by union leaders for recogni- 
tion and public respect. Some take the view that the function of the union 
is primarily one of limiting the power of the managerial class to deter- 
mine the distribution of the total product of industry and the share of 
individuals and groups in it.^^ 

Despite attempts of management to define its functions, one en- 
counters no clear pattern of practice. In Chapters 6 and 11 we shall find 
unions have been able to recognize, control, or show an interest in, a wide 
variety of actual managerial problems which relate to both the wage and 
nonwage aspects of collective agreement. Thus, unions assist in advertis- 

^ U.S. Department of Labor, Division of Labor Standards, Bulletin No. 11, The Presi- 
denfs National Labor-Management Conference: Summary and Committee Reports (1946), 
pp. 56, 57, 61. 

Peter S. Drucker, “The Employee Society,” American lournal of Sociology, Vol. 
LVIII, No. 4 (January, 1953), p. 362. 
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ing and distribution; influence and affect price policies directly or indi- 
rectly; control or limit entrance to the trade; act as employment agencies 
or otherwise control hiring; affect the rate of technological advancement 
and, therefore, management organization of the factors of production; 
and in other ways participate in what management traditionally has con- 
sidered its proper functions. Obviously, a definition of managerial func- 
tions which would have any real meaning would be very difficult. 

In large corporations where the managerial class is most prominent 
as a distinct entity, the issue of managerial prerogatives is most intense. 
For the most part, these companies were unionized not earlier than 1937. 
The issue of managerial prerogatives is, therefore, part of the problem 
of management and labor learning to live with one another. That the 
issue should be a live one fraught with emotion is not surprising. For in a 
very real sense, the union is a management-regulating device. The en- 
trance of the union involves, under any circumstances, a checkrein on the 
freedom of management to act as it pleases. It is not difficult, therefore, 
to understand the feeling behind such statements as "Protection of man- 
agement rights is not a matter of defending technical legal rights alone: 
it is simply and fundamentally a matter of protecting the freedom and 
authority that management must have if it is to discharge its responsi- 
bility of managing the business.”^^ 

If, however, one can understand or even sympathize with the emo- 
tional content of this viewpoint, one must also note that it is, in unquali- 
fied form, incompatible with collective bargaining. For the "freedom and 
authority” which management wants to manage its business inevitably 
means, at one point or another, freedom and authority to act in matters 
in which the union cannot permit the employer to act if it is to remain in 
existence. Moreover, from a public policy point of view, it is difficult to 
understand why such freedom and authority should be restricted to a 
particular group of persons who may be defined as industrial managers. 

Instead of attempting to define managerial prerogatives, it might 
be better to realize that collective bargaining is a form of management 
in which workers through unions do actually participate in management. 
This is true despite the fact that most unions disclaim any desire to par- 
ticipate in management as vehemently as management denies the right of 
labor to participate in management. Looked at, however, in the light of 
the vast participation of unions through collective bargaining machinery 
in activities which directly or indirectly affect all phases of company man- 
agement, there is already labor participation in management. The extent 

Lee H. Hill and Charles R. Hook, Jr., Management at the Bargaining Table (New 
York: McGraw-Hill Book Co., Inc., 1945), p. 58. 
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to which this participation is likely to expand or to which it is socially de- 
sirable remains to be seen. Nevertheless, it is difficult to disagree with 
the statement that "the roles of management and union in the large cor- 
poration cannot be defined by a differentiation of spheres of mutual or 
exclusive interest in the operation of the business. 

Solution of the problem of the extent of union participation and 
influence in management is one of the great problems of our time. Any 
attempt to delineate the respective functions of management and unions 
would not only fail to succeed but also it would indicate a misunderstand- 
ing of the fact that the entire issue of managerial prerogatives is merely 
a surface manifestation of the central issue, namely, the role of unions in 
our society. One may therefore agree with the view (often expressed in 
anger or sorrow by businessmen) that there are in fact no limits to union 
interests in management. Union penetration of former managerial pre- 
rogatives is likely to be greatest in the areas most closely associated with 
industrial relations. Personnel management is thus today much less a sole 
management function than is business finance. Since, however, industrial 
relations affect all aspects of a business, union interest in corporate finan- 
cial methods should not be surprising. Nor is such interest new. The rail- 
road unions, for example, have criticized financial methods of railroads, 
charging that they carried an oversized bonded indebtedness which tends 
to siphon off earnings and thus to permit the railroads to plead inability 
to pay wage increases. Many other examples could be cited (as they will 
be in Chapters 6 and 11) involving production, sales, engineering, and 
other management functions in which unions have taken an effective 
interest. 

But although unions have taken an interest in management functions 
beyond the personnel field, that interest has not altered management 
decisions, at least in the mass-production industries. Thus the decisive 
considerations in the automobile or steel industries both before and after 
the spread of unionism are economic and center in the advantages which 
accrue to the largest producers by virtue of their ability to spread their 
costs. The unions have effected changes, and altered ways of thinkin gs 
but the basic decisions outside of the personnel field are made by man- 
agement and controlled by the economics of these industries. 

SETTING UNION POLICY FOR COLLECTIVE BARGAINING 

Who sets union policy in collective bargaining and how ? There is, 
of course, wide variation among unions, but several clear trends have de- 

12 Neil Chamberlain, The Union Challenge to Management Control (New York: 
Harper & Bros., 1947), p. 51. 
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veloped over the years. One is the shift of control from local unions to 
national xmions. This is in line with the trend toward centralization of na- 
tional union power which we noted in Chapter 3. 

The Shift to National Control 

The trend toward national union control of collective bargaining is 
not new; it was noticeable at the turn of the century. In recent years, how- 
ever, it has gained momentum for several reasons. 

In the first place, national unions have been forced to take over au- 
thority from locals in order to insure that uniform wage and working 
conditions and policies pertaining thereto will be followed where the na- 
tional union believes such uniformity essential. This is especially impor- 
tant when union members travel as in the case of musicians, actors, or 
building workers. Although these unions negotiate on a local basis, their 
negotiations are often either guided by the national unions or are con- 
trolled by the national union to insure uniformity within limits and to 
prevent jockeying to secure superior settlements. 

Even where the tradition of local control is strong, national unions 
sometimes regulate the limits of local union bargaining. Local agree- 
ments in the Typographical Union must be submitted to national head- 
quarters for approval. The United Automobile Workers has created 
national union-dominated departments which do the primary bargaining 
with such multiplant concerns as General Motors, Ford, and Chrysler. 

When collective bargaining goes from the local to the national 
stage, the power of the local union wanes. Centralization of authority 
within the United Mine Workers has obviously been furthered by the 
development of national collective bargaining. On the other hand, re- 
gional systems of collective bargaining, such as exist in the Pacific Coast 
pulp and paper industry, have the effect of creating semiautonomous de- 
partments within national unions. Especially if the region is large, it 
becomes self-sufficient and needs little national assistance in bargaining. 
Its officers and members are then not likely to submit meekly to close 
national union supervision. Moreover, even when bargaining is nation- 
wide, purely local conditions are left for local bargaining. The coal mines 
are a case in point. 

Too tight national union control of local bargaining has often 
brought strong local reactions. Agreements made by national union lead- 
ers have on a number of occasions been repudiated by local union mem- 
berships who felt either that their interests were insufficiently considered 
or that they were not sufficiently consulted beforehand. 

Within a single organization, there may be conflict between '*high- 
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wage” and "low-wage” locals over the extent of national control. The 
former, fearful that they will lose business to the latter, are likely to 
plump for strong national control in the interests of uniformity. Because 
of the marginal character of many employers with whom the low-wage 
locals deal, they are likely to oppose these policies. The fight between 
these two groups is a feature of many Typographical Union conventions. 

The Formulation of Demands 

Although negotiations may be controlled to a considerable extent 
by the national officers, it is typically the local members who formulate 
demands. To be sure, the formulation of demands is tremendously in- 
fluenced by the national leaders. To cite a few classic examples: Many 
miners who were on strike in 1946 for a "welfare fund” were at best 
only vaguely familiar with the meaning of the term; and although Walter 
Reuther’s demand for a "guaranteed annual wage” in 1955 had the ma- 
jority support of the auto workers, few could discuss the meaning of 
the demand in concrete terms. 

Nevertheless, the fact that members formulate demands is extremely 
important, despite the influence of leaders, and also despite the fact that 
all too few unionists are active in their organizations. For one thing, 
member formulation acts as a sounding board of worker wants. Even the 
most dictatorial union leader cannot ignore such obvious rank and file 
wishes. Then too the reaction of union members to settlements is often 
a function of the relation of results to requests. If the former vary too 
significantly from the latter, labor leadership must be ready with explana- 
tions. Otherwise, intraunion rivals have grist for their political mills. 

Customarily, demands are formulated at local meetings, in some 
cases on the basis of leadership proposals, in others after presentation by 
a special committee, and in others after direct suggestions from the floor. 
When more than one local is involved, union rules often call for joint 
committees of the locals to unify demands. Regional bargaining requires 
machinery similar to that of the Pacific Coast paper unions where or- 
ganizers of the two collaborating unions draw up proposals which form 
the basis for discussion in the local unions. The locals submit their amend- 
ments to a general meeting held just prior to bargaining conferences. De- 
mands of unions engaged in national bargaining are usually formulated 
at national conventions (miners, pottery workers) or at special national 
conferences (railway employees) . 

One of the effects of rank-and-file formulation of demands is likely 
to be that the demands are excessive both in number and amount. Every- 
one has his favorite recipe. This in turn leads on occasions either to dis- 



ORGANIZING AND NEGOTIATING • 1 65 

gruntlement with results or to strikes because extraordinary demands are 
not met. It is one of the costs of democracy. 

Negotiating Personnel and Its Powers 

The negotiating committee in most unions is appointed with an 
eye to representation of the various groups within the organization. The 
various crafts, geographical areas, races, or nationalities are likely to be 
represented on any negotiating committee. It is quite common for union 
constitutions to require that negotiating committees provide for adequate 
geographical or trade representation. Only a few unions such as the In- 
ternational Hod Carriers’, Building and Common Laborers’ Union grant 
almost blanket power to union officials to act automatically as the nego- 
tiating committee. 

In actual practice, negotiations are frequently carried on by a sub- 
committee of the negotiating committee. This is often a practical necessity 
since negotiating committees are frequently too large and negotiations 
become unwieldy when all members participate. Some union constitutions 
provide for the election of a subcommittee. Others do so in practice. In 
still others, the union president becomes the subcommittee. In the case of 
the United Mine Workers, which has a wage policy committee of more 
than 100 members, John L. Lewis is the actual negotiator. The late Presi- 
dent Philip Murray of the United Steelworkers was also the de facto ne- 
gotiating subcommittee in the Steelworkers negotiations with the United 
States Steel Corporation. 

The power of negotiating committees or subcommittees varies con- 
siderably. At the local level the committee is rarely given full authority 
to settle without rank-and-file approval of the terms. However it is quite 
usual for the rank and file to give a negotiating committee power of set- 
tlement after negotiations have proceeded for some time or have reached 
an impasse where a prompt decision is essential. 

In general it is probable that most local leaders would not want 
complete power of settlement. The reason is that if they make an agree- 
ment without specific rank-and-file approval, they will be held strictly 
accountable for the results, and the net effect of the accounting may well 
be defeat for re-election. 

On the other hand, most national leaders would prefer the power 
to settle. They feel that they are capable of securing the best settlement 
possible, and that the rank and file, which is often without knowledge of 
the peculiar problems involved in negotiations, will demand more than 
can possibly be obtained and thus force the union into costly strikes which 
it has no hope of winning. 
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The case for granting union officials the power of settlenaent is 
formidable. Nevertheless, the requirement that all terms be referred to 
the rank and file is a powerful check on union leadership which is prob- 
ably best retained. Moreover, even in cases where union leadership pos- 
sesses the right to settle, rank-and-file revolt may effectively curtail that 
right. For example, in 1945 and 1947 Joseph Ryan, then International 
Longshoremen’s Association President-for-lijfe, was forced to renegotiate 
contracts with the New York Ship Owners after membership revolts tied 
up the Port of New York with wildcat strikes in protest against Ryan’s 
deals with the shipowners. 

Another reason why granting full power of settlement to the leader- 
ship is undesirable sociologically, even if economically the leadership 
would reach the soundest bargain, is that there is a great deal of educa- 
tional value in worker participation in collective bargaining. With the 
exception of times when there are political contests within the union, 
negotiations for new contracts cause the greatest turnout to meetings and 
the greatest general workers’ interest. Service on negotiating committees, 
participation in discussion over terms of settlement, and the interest which 
these activities arouse build union leadership for the future and assure an 
element of democracy in unions. 

National collective bargaining, however, does not appear to afford 
the opportunity for full discussion for settlement on the local level unless 
it is possible to have the contract discussed and voted upon at local meet- 
ings all over the country. With hundreds of locals involved, as in the case 
of the United Mine Workers, this is impractical. Moreover the referen- 
dum is no substitute since it does not permit argument and discussion 
which is the essence of the educational process. A truly representative 
national bargaining committee with an effective voice in negotiations ap- 
pears to be the most practical body to approve or reject contracts where 
national or regional collective bargaining exists. 

In a few industries where workers are organized by a number of 
craft unions, co-operative bargaining has developed so that the locus of 
control of collective bargaining on the union side has been transferred 
from a single national union to a group of unions. Such a situation occurs 
in the printing and building trades in many areas, in shipyards organized 
by the AFL Metal Trades Department, on the railroads, and in the West 
Coast pulp and paper industry. In these instances the usual procedure is 
for the unions to appoint a joint committee or act through a joint organi- 
zation which they have set up in order to present a united front to man- 
agement. 

Joint union action of this type has been hindered to a considerable 
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extent by the fear, on the one hand, that strong unions will have their 
bargaining power reduced by joining with weaker ones; and on the other 
hand, by the fear on the part of some labor leaders that the net effect of 
co-operative action will injure their political standing within the union or 
within the labor movement. Thus, the Bricklayers, Masons and Plasterers 
International Union of America, which was organized in 1865, did not 
join the AFL until 1916, because as the most successful building-trades 
union at that time, it had no desire to be forced to observe picket lines or 
to engage in sympathetic strikes in behalf of its weaker fellow organiza- 
tions. In other cases, unions have declined to co-operate because they pre- 
fer to nibble away at the employer. Some craft unions feel that they can 
gain more because a concession to one will cost the employer considerably 
less than a concession to all crafts. Usually, however, a follow-the-leader 
policy develops so that under the nibbling process the employer pays more 
in the long run. 

The railroad unions afford the classic example of union policies 
which hinder co-operative effort. More than twenty-one unions have split 
in recent years into three or four camps. All make separate demands upon 
employers, apparently in the hope (thus far unsuccessful) that one group 
can gain more than the others. The net effect has been one nation-wide 
railroad strike, the narrow avoidance of several regional ones, and a gen- 
eral deterioration of bargaining relationships. 


SETTING MANAGEMENT POLICY FOR COLLECTIVE 
BARGAINING 

From the point of view of the employer, bargaining with the union 
may be on an individual plant basis, on a company-wide basis, or the 
employer may be one of a number of employers who bargain together 
in an employers' association. If bargaining is between a local union and 
a single plant of a large corporation, negotiations may be conducted by 
the local personnel director and/or the plant manager subject to instruc- 
tions from company headquarters. On the other hand, if all of a number 
of plants of a company are involved, the industrial relations director of 
the company is likely to conduct negotiations. In regional or industry-wide 
bargaining, employers are usually represented by committees or oiSicers 
designated by the employers’ association. On all levels of collective bar- 
gaining negotiations, employer representatives may include the company 
attorney or consultant, whose function may be actively to participate in 
negotiations, to give advice behind the scenes, or in some cases merely to 
reduce to contract form the bargain reached by the parties. 
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As in the case of unions, there is considerable diversity in the amount 
of authority given the management representatives at the bargaining 
table. In some cases they may be able to make final decisions on all as- 
pects of the contract; in other situations, they may be able to agree only 
to minor changes and concessions, and they must obtain the approval of 
the president before committing the company to anything substantial. 
Large outlays such as those involved in the establishment of a pension 
system sometimes require approval of the board of directors as well as 
of the president. 

Within the management organization, some of the same type of 
pulling and hauling for the power of decision making occurs as goes on 
within the union. In some cases, the financial officers exercises powerful 
influence whenever a money matter is involved. Allegedly, it was the 
financial vice-president of United States Steel Corporation who persuaded 
the corporation management to refuse to grant the steelworkers' pension 
demands in 1949- The result was a strike and the eventual capitulation of 
the company. In other companies, the dominant voice is that of the top 
production man; in still others, the top sales executive exercises the most 
influence. 

Whenever a basic decision has to be made, for example, whether to 
take a strike or to accede to a union demand, a decision must be made on 
the basis of the current position of the company and the prospects and 
choices involved. Obviously, the final decision in such matters must be 
made by the top executive of the company. In such instances, the current 
sales and the financial and production situations must be evaluated. The 
decision cannot be made on the basis of industrial relations alone. It may, 
for example, be poor industrial relations to accede to an outrageous union 
demand. It was, for example, poor industrial relations and certainly set 
what could be a costly example for General Motors to accede in 1953 to 
the UAW’s demand to reopen their 5'year agreement. For that reason 
the industrial relations executives of General Motors opposed any con- 
cession. 

On the other hand, the financial executives saw labor trouble as an 
interference with record profits and the production personnel wanted no 
interruption of their schedules. The industrial relations executives were 
overruled, and a deal was made to insure continued production and 
profits. 

Actually, business decisions of this character are made largely on 
the basis of short-run conditions, often in spite of the fact that the costs 
of agreement may in the long run be greater than a strike now. 

We say "'may ' advisedly. No businessman can be sure of what will 
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be the long-term effects of any union agreement or wage increase. But, 
a strike involves losses today. 

Of course, not all business decisions, any more than all union de- 
cisions, are based upon economic calculation. Instances of businessmen 
forcing a strike to win leadership over rivals in their own firm are not 
unknown.^^ Likewise, industrial relations decisions based upon emotional 
rather than economic fact occur every day in managerial ranks. Business- 
men, like union leaders, are people, and anything but infallible. 

QUESTIONS FOR DISCUSSION 

1 . Suppose you are a union business agent. How would you go about otgmizing 
a plant ? If you were the top-management executive, what would you do about 
this organizing campaign ? 

2. Do you think that labor and management should both be prohibited from ask- 
ing for a change in the collective agreement during its term? State your argu- 
ments fully. 

3. To what extent, if any, should collective bargaining be limited so as to prevent 
unions from discussing matters not directly related to wages, hours, and work- 
ing conditions ? 
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Chapter 

5 


THE CONTENT OF COLLECTIVE 
BARGAINING: WAGES 


The major objective of collective bargaining is to obtain 
better wages for employees. Grievances develop about other aspects of 
labor relations, but ordinarily it is the basis and rate of payment for work 
that causes the most heat to be generated in collective bargaining nego- 
tiations. It will therefore provide a better insight into the collective bar- 
gaining process if we consider just what is encompassed by the term 
"wage.” There is a natural inclination to use this term as if it were a 
rather simple component and as if the only variable which had to be de- 
termined in setting the wage was its amount. Actually, however, the wage 
is a highly flexible form of compensation and may vary considerably both 
as to form and content. For example, it may be based on payment by the 
piece, payment by the hour, or participation in a complex profit-sharing 
plan. It may or may not include group insurance, pensions, and similar 
fringe benefits. There is often as much friction generated in collective 
bargaining with respect to the form of wage payment as with regard to 
wage levels. In some recent wage negotiations, unions decided that their 
minimum demand involved "the equivalent of” so many cents per hour 
increase in wages. The protracted bargaining which then followed was 
concerned with the manner in which additional pay might be divided 
between higher hourly rates and added fringe benefits. In the following 
pages, we shall review some of the major forms of wage payments and 
consider the attitudes of labor and management toward them. 

Payment by Time 

A majority of American workers are paid by the hour, day, week, 
or rnonth i.e., by time. Practically all of the building trades, most of the 
service trades, a large majority of public utility and transportation indus- 
tries, and about one half of manufacturing industries pay their employees 
according to time worked.^ The major criticism advanced by employers 

1 S. T. Williamson and Herbert Harris, Trends in Collective Bargaining (Nerw York: 
Twentieth Century Fund, Inc., 1945), p. 7i. 
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against time payment is that output and earnings are not directly related 
— there is no "incentive” on the part of the worker to produce. Unions 
frequently prefer time pay because it compensates workers on a uniform 
basis and prevents the speedier workers from making it hard for the 
slower members of the union. As we shall see in the following discussion, 
however, union and management attitudes toward the form of wage pay- 
ment are more the reflection of physical and technological conditions in 
the industry than of a basic preference for one type of payment rather 
than another. In the automobile industry, as a result of organization by 
the United Automobile Workers, there was a wide-scale substitution of 
time pay for the incentive pay which had previously prevailed and which 
union leaders had complained involved a speedup injurious to workers’ 
health. Aside from this instance, however, there is little evidence that the 
growth of union organization is responsible for the widespread use of 
time pay today. It seems likely that even in the absence of union organiza- 
tion, most workers would be paid by time simply because this is the most 
practicable method of payment for most jobs in the modern business 
world. In many industries no other method of compensation is feasible 
because of the difiiculty in computing individual or group output. 

Poymenf by the Piece — Incentive Wages 

Piecework and other forms of incentive payment relate compensa- 
tion and output so that earnings fluctuate more or less in accordance with 
actual output, thus providing a direct financial stimulus to workers to 
increase their efforts and output. About one fourth of all wage and salary 
earners in the United States receive their basic wages through some form 
of incentive payment. Such payment is common in apparel, textiles, cigars, 
footwear, and some of the metalworking industries.^ There is frequent 
variation, however, even among companies in the same industry. Thus, 
in the automobile industry Studebaker and Willys pay incentive wages 
to substantial proportions of their workers, while the other major com- 
panies pay hourly rates.^ Bonuses and commissions are also frequently 
paid in retail and wholesale trade as a stimulus to the efforts of individual 
salesmen. 

In general, incentive systems work out best in industries where labor 
cost is a large percentage of total cost, where competition is keen, and 
where the output of the individual worker is easily discernible. Clothing 
and textiles are good examples of industries which meet these require- 

2 W. S. Woytinsky and Associates, E?nployment and Wages m the United States (New 
York: Twentieth Century Fund, Inc., 1953), pp. 420-21. 

S Ibtd., p, 421. 
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ments. In some industries, employers prefer piecework because it enables 
them to reward the speedier worker and to figure their labor costs more 
exactly. On the other hand, piecework may be undesirable from the point 
of view of the employer where control of quality is important and speed 
may result in excessive spoilage. Rapid technological progress may also 
make incentive pay undesirable from the point of view of the employer. 
Continual improvement in design of machines may cause earnings of par- 
ticular employees on a piece-rate basis to rise very rapidly and get out of 
line with other rates in the plant; yet attempts to reduce piece rates as 
technology improves is certain to cause friction both with the union and 
employees. In general, incentive compensation is not practical where em- 
phasis is on quality, not quantity, where individual output or performance 
cannot be measured with precision, and where mechanical contrivances 
control the speed of employees’ work. Automobile assembly, chemical 
manufacture, and machine tool design are examples of industries in 
which these conditions apply. 

The following are some of the principal types of incentive plans 
and their principal advantages and disadvantages: 

1. Piecework. This involves individual payment by the piece, 
pound, part, etc. It is applicable only to relatively simple operations and 
provides no extra bonus for above-average production beyond the pro- 
duction rate. It is simple from the standpoint of calculation of earnings, 
involves only minimum bookkeeping costs, and has a direct relation to 
output which employees can readily perceive and understand. 

2. Group Incentives. This involves bonus payments made on the 
basis of group output. It is applicable only to closely related operations, 
especially successive operations where individual performances are closely 
linked. It tends to build cliques among groups which may disrupt morale 
in a plant. It has, however, worked satisfactorily in the radio tube indus- 
try which seems to fit all the requirements for its successful application. 

3 . Plant-W ide Incentives. This involves a bonus plan which covers 
all employees. An example was the wartime plan of the Grumman Air- 
craft Company of New York. This plan used, as a base factor, pounds 
produced during the second quarter of 1943 divided by total hours 
worked. A bonus of 1 per cent was paid for a 2 per cent increase in pro- 
duction with full participation for all with annual earnings under $5,000; 
participation on a graduated basis for those earning $5,000-7,500; and 
no participation for those earning in excess of $7,500. Such a plan keeps 
all workers interested in production, but the individual output relation 
to bonus earnings is not easily made explicit. Moreover, in most plants, 
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individual effort of many workers, e.g., maintenance men, has no relation 
to output. They can loaf and reap the bonus. 

4. Measured Daywork. This involves essentially an evaluated rate 
range with advancement from minimum to maximum based on merit 
rating factors, such as quality of work, quantity of work, versatility, de- 
pendability, etc. This type of plan requires frequent adjustment and book- 
keeping to keep it up to date and in line with changing conditions of 
production. The many intangibles inherent in a rating procedure can be 
the source of frequent and acrimonious disputes which may more than 
offset any gains in production attributable to the incentive aspects of the 
plan. 

5. Standard-Hour Elans. These are the most common incentive 
systems. Some are comparable to piecework with a guaranteed base pay. 
Others are stated in terms of earned hours instead of pieces produced. 
For example, a piecework rate of 10 cents per piece multiplied by a 
5-piece per hour standard equals 50 cents. One standard hour of work 
is thus 50 cents if 5 pieces are produced. Such plans as Bedaux, Emerson, 
Wennerlund, Halsey, and Gantt fall in this category, although they dif- 
fer in details. Standard-hour plans have the advantage of providing in- 
centives with guaranteed base earnings. Their identification in workers’ 
minds with ''speedup” tactics and their complex figuring systems which 
confuse employees and increase bookkeeping costs are their main dis- 
advantages. 

Union Policies and Incentive-Wage Methods 

Popular writers have frequently pictured all unions as bitterly 
opposed to piecework and incentive plans. Despite considerable union 
opposition to incentives, this is far from correct. Union policy toward 
incentives has always varied considerably from industry to industry. One 
study of 117 unions showed that piecework was willingly accepted by 33 
unions of the 59 which operated in industries where piecework was fre- 
quently utilized; and of the 26 which opposed piecework, only 8 operated 
in industries where payment by the piece was the prevailing system of 
pay.^ In a more recent study of 51 unions, 33 were reported opposed to 
incentive wage systems, 12 favored them, and 6 voiced no opinion.^ 

With any given national union, there is usually wide variation in 
attitudes concerning incentive pay. Thus, the United Automobile Work- 

^D. A. McCabe, The Standard Rate in American Trade Unions (Baltimore: Johns 
Hopkins Press, 1912), pp. 187-99. 

® Woytinsky, op. cit., p. 424. 
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ers is officially opposed to incentive plans, but many of its locals favor it. 
On the other hand, the United Electrical, Radio and Machine Workers 
has never taken a stand against incentives, but some of its locals have 
done so.® 

Traditionally, unions have been more favorably disposed toward 
straight piecework than toward wage systems which provide for bonuses 
of one sort or another. This dates from the time when the incentive sys- 
tems were utilized as a means of reducing wage rates. For example, it w'as 
not uncommon, under the guise of scientific management, to provide a 
negative bonus for increased production. Thus, if a worker was paid 
a base rate of 50 cents an hour for 10 pieces, he would receive 54 cents 
for 11 pieces, 58 cents for 12 pieces, 62 cents for 13 pieces, etc. Although 
the more he produced the more he received, the fact remained that the 
more he produced the less was his rate per piece. One result of such in- 
centives is a rider that has been attached to Army, Navy, and Post Office 
appropriation bills since 1914, at the request of the AFL Metal Trades 
Department, which proscribes the use of time-study methods or incentive 
systems in establishments run by these departments. 

In recent years, incentive systems have been made fairer. Thus, to- 
day a piece rate of 50 cents for 10 pieces might provide a payment of 56 
cents for 11 pieces, 63 cents for 12 pieces, 70 cents for 13 pieces, etc. This 
would mean not only extra reward but also a higher rate per piece for 
increased production. However, even when the basis of compensation in 
an incentive system is fair, unions may still oppose it because it pits one 
union man against another and puts older workers at a disadvantage. 

In general, for a union to favor incentive or piecework plans, two 
primary conditions must be met: first, the unit of output must be defin- 
able with precision; and, second, conditions of work must be maintainable 
with substantial uniformity over periods of time. There are some excep- 
tions to these general rules. For example, the United Mine Workers has 
never opposed payment by the piece, which is quite general in the bitumi- 
nous industry, despite the fact that conditions of work vary tremendously 
in the mines over short periods. The reason appears to be that from time 
to time the UMW has been faced with a considerable amount of non- 
union competition. The abandonment of piece rates would have raised 
the cost of union mines so that most business would have gone to non- 
union firms. Also, it is impossible to provide supervision for most mine 
employees so that piecework is the only method by which it is possible to 
keep track of individual worker performance in the mines. 

®See S. H. Slichter, Union Policies and Industrial Management (Washington, D.C.: 
Brookings Institution, 1941), chaps, x and xi. 
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Opposition to piecework and incentives is generally absent from in- 
dustries in which this type of payment has had a long history. Steel is a 
good example. There is no evidence that the United Steelworkers has 
made any attempts to alter the basic systems of payment. The late Philip 
Murray, former president of the United Steelworkers, wrote that where 
morale is high and a good understanding exists between management 
and union employees, almost any wage system can be made to work.'^ 

We have already noted that the United Mine Workers does not 
oppose piecework partially because of strong nonunion competition in 
bituminous coal. Nonunion competition has historically been an impor- 
tant circumstance conducive to union acceptance of incentives. Before the 
needle trades were so thoroughly organized, the threat of nonunion com- 
petition was one of the important reasons why the needle trades not only 
did not oppose incentives in piecework but also actually promoted them. 
In addition, the Amalgamated Clothing Workers, which has been as 
favorably disposed toward piecework as any union, has promoted its 
installation because only through piecework could the workers in the 
clothing industry increase earnings without increasing labor costs. If 
wages in clothing had been pushed up without an increase in production, 
the net effect would probably have been a decline in employment which 
would have taken away from the workers what they would have gained 
in wages.® 

In industries characterized by multiunit collective bargaining on a 
regional and national basis, union policy toward incentive wage methods 
is likely to depend upon the adaptability of piecework to the regional 
and national agreements. In the various branches of the glass industry, 
in pottery, in stoves, and in hosiery, national and regional collective bar- 
gaining has long existed. In all these industries, payment is predominately 
by the piece which permits variation in earnings without variation in 
rates. Moreover local conditions are taken care of by special local agree- 
ments, so that piecework in these industries has proved compatible with 
bargaining on a wide scope.® 

In sum, unions favor piecework where manual skill and labor costs 
are extremely important, where nonunion competition exists, where the 
unit of production can be defined with precision, where standards of work 
are fairly stable, and where piecework incentives have worked reasonably 
satisfactorily over a long period of time. 

^ Philip Murray and Morris Cooke, Organized Labor and Production (New York: 
Harper & Bros., 1942), p. 112. 

SSlichter, op. cit., pp. 290-91. 

9 See R. A. Lester and E. A. Robie, Wages under National and Regional Collective 
Bargaining (Princeton: Industrial Relations Section, 1946). 
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Incentives and Collective Bargaining 

An incentive program, if properly administered, can lay the founda- 
tion for a sound industrial relations program; but it can also make good 
industrial relations impossible. An example of the former situation is the 
system used by the Apex Electrical Manufacturing Company, Cleveland, 
and the International Association of Machinists, which became the bar- 
gaining representative for this company's 1,300 employees after a strike 
in 1944. Co-operation between management and labor brought higher 
than industry-average earnings and full production, cut labor turnover 
to a minimum, virtually eliminated absenteeism, and left the company 
untouched by postwar labor strife and unrest. An article praising this 
incentive system appeared in the lAM journal. Yet the lAM constitution 
states the opposition of that union to incentive pay for its membership ! 

On the other hand, incentives can contribute to unlimited industrial 
strife. So many factors, frequently intangible and unmeasurable, affect a 
worker’s earnings that, unless mutual good will exists, continued bicker- 
ing is often the result. For example, if a machine breaks down, or ma- 
terials stop flowing, should the worker receive base pay or average hourly 
earnings of a previous period.^ One of the authors vividly recalls a War 
Labor Board case, for which he was arbitrator, in which there were twen- 
ty-seven issues, all involving this one question. Obviously, if good faith 
governed the relations between this union and company, the case would 
never have required adjudication by a third party. 

Another problem under incentive wages involves the relation in the 
plant between the workers on the incentive procedure and the time work- 
ers. Few, if any, plants can place all employees on incentives. Indirect 
labor, maintenance workers, highly skilled employees, and those whose 
speed is entirely machine controlled, e.g., assembly-line operators, must 
usually remain on time work. As the pay of incentive workers rises, it 
creates inequalities in relation to time workers. During the war, the au- 
thors found instances in which highly skilled diemakers were endeavoring 
to obtain jobs as semiskilled machine operators because the latter, on in- 
centive work, were paid more! Such inequities cannot be permitted to 
endure. Yet the only solution is to hold down incentive earnings of su- 
perior workers which, of course, negates the whole point of the incentive 
plan. 

These are only a few of the grievances which arise out of piecework. 
Such grievances stem from two sources. On the one hand, there is the 

October 26, 1946, pp. 102-8. 
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uncertainty to which incentive wages give rise. “Intrinsically piece work 
rates introduce anxiety if not always competitive aggressions in contrast 
to the comparative security of time rates.' These uncertainties arise from 
the fact that earnings under piecework and incentive systems are affected 
not only by the worker’s efforts but by a host of other factors (including 
those already noted) over which he has no control. Hence the pressure on 
the individual increases because the weekly wage is subject to consider- 
able variation. 

A second source of grievances under piecework arises from the fact 
that employers frequently substitute incentive systems for good manage- 
ment. Under time work, the employer is usually more interested than the 
worker in keeping machinery and other production mechanisms in first- 
class condition. Too frequently, however, employers count on the workers 
to take care of matters under piecework. Workers naturally are very much 
interested in machine efficiency when it is closely correlated with their 
earnings. The writers have seen many examples of employee ingenuity 
which have kept poor machines going under piecework systems in order 
to keep earnings up. The fact remains, however, that inefficient manage- 
ment invites grievances and labor unrest under piecework, if not demands 
for the elimination of the incentive plan itself. 

Even when unions accept piecework, they make strenuous efforts to 
increase labor control over it. Thus the United Mine Workers require 
payment for “dead work” and compensation for other unfavorable con- 
ditions; the Textile Workers’ Union fights management on the work load 
or stretchout issue without opposing incentives per se; and the United 
Steelworkers are vitally concerned with methods of computing tonnage 
rates without attacking the basic system itself. A strong union, by placing 
numerous restrictions on the incentive system, may actually reduce that 
system to time work. The leather workers’ division of the International 
Fur and Leather Workers’ Union by limiting output has practically con- 
verted piecework into time work. 

The great majority of unions does not take a strong stand either 
for or against piecework. Many of them operate in industries where there 
is no problem of methods of payment. Others simply accept the status 
quo or attempt to secure minor modifications. As mechanical contrivances 
continue to reduce the importance of human effort, the issue in collec- 
tive bargaining concerning methods of payment is likely to decline in 
importance. 

B. M. Selektnan, "Living with Collective Bargaining,” Harvard Business Review, 
Vol.XX (1941), p. 30. 
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Profit-Sharing Plans 

Incentive systems, whether they be piece-rate or group plans, are 
generally related to physical production. Profit-sharing plans attempt to 
go a step further and distribute to workers a share in the profits of the 
business after all ordinary costs, such as wages, materials, and overhead, 
have been met. Profits have no necessary or close relation to physical pro- 
duction or employee effort — and this is one of the inherent weaknesses 
in profit-sharing plans. Employees may exert extra effort, yet profits may 
decline because competitive conditions compel a reduction in prices; on 
the other hand, physical production may decline, yet profits may rise be- 
cause the employer has made a favorable purchase of raw materials. 

Despite the lack of close connection between employee effort and 
profits, many employers believe that profit sharing is the best means to 
obtain maximum co-operation between labor and management and to 
eliminate friction in labor relations. Profit-sharing plans of one kind or 
another have been in existence for about 150 years. Profit sharing usually 
takes the form of periodic cash distributions or of payments into a trust 
fund which is earmarked for employee benefits. 

The timing of cash benefits is a problem. If the profit-sharing 
bonuses are paid frequently, they probably bear a closer relation in the 
employee’s mind to the effort he devotes to his job; but on the other hand, 
he is also more likely to use the bonus as part of his regular income, with 
the result that it becomes part of his expected wage. As a consequence, 
any reduction in the profit-sharing bonus is likely to cause grumbling and 
may give rise to demands for compensatory increases in the basic rate. If 
the bonus is paid at six-month intervals or annually, the possibility may 
be lessened that the bonus will be looked upon as part of the regular 
wage; but on the other hand, with such a long period elapsing between 
the time an employee works on a product and the time when he receives 
his bonus, he is likely to feel that his effort has little to do with the 
amount of profits. 

Use of profit sharing to build up a fund for employee-security pur- 
poses has worked well in some companies where basic wages are ade- 
quate and profits relatively stable. However, in companies where profits 
are volatile, profit sharing is too uncertain a means to provide, by itself, 
an adequate fund for retirement purposes. Unions are cognizant of this 
weakness and characteristically phrase their demands in terms of an 
adequately financed, actuarially sound pension trust requiring fixed pay- 
ments by the employer. 

Some companies have used profit sharing to advantage as a supple- 
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ment to basic wages which compare favorably with rates in other com- 
panies. They find that employee participation in such a plan reduces 
turnover, creates greater incentive, reduces waste and accidents — and 
sometimes helps to keep out a union. In other cases, profit sharing has 
been used with unsatisfactory results because the basic requirement of 
sound labor policy — adequate wages — ^had not first been met. 

The experience with profit sharing may be summarized as follows 

1. Profit sharing has been tried by a very small proportion of em- 
ployers. 

2. The principal, declared objectives have been (a) to provide an 
incentive for increased production, (^) to promote employee security, 
(c) to advance the social status of employees, and (i^) to improve em- 
ployer-employee relations. 

3. Perhaps at least 60 per cent of the plans for wage earners and 
between one third and one half of all plans established in the United 
States have been discontinued. 

4. The rate of establishment of plans, their rate of mortality, and 
the distribution to employees under such plans rise and fall with pros- 
perity and depression. 

5. Arbitrary cash bonus plans have declined in favor; and over the 
years, plans that establish trust funds and provide for determination of 
the amount of profits to be shared and its allocation to employees by fixed 
formulas have gained in nxmiber. 

6. Profit sharing through distribution of company stock has been 
adopted in only a minority of the plans. Because of employee dissatisfac- 
tion and management embarrassment in times of rapid decline in the 
stock market, this procedure, especially as regards wage earners, is now 
regarded with less favor, and is only being utilized by a few concerns 
which have a long record of high earnings and stable stock prices. 

7. The preponderance of evidence is that profit sharing has made 
no substantial contribution to the improvement of employer-employee 
relations. 

8. Recent studies of profit sharing for wage earners conclude that 
companies should make certain that their wage rates and employment 
conditions are on a par with those for similar employment in the 
community, should establish good employee relations, and should de- 
velop well-rounded personnel programs before establishing profit-shar- 
ing plans. 

9. The experience suggests that only a minority of companies can 

12 F, B. Brower, Sharing Profits with Employees, National Industrial Conference 
Board, Studies in Personnel Policy No. 162, 1957. 
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afford profit sharing and that even in such companies it should only be 
established to crown a good personnel program. 

10. Profit-sharing cash bonus plans for executives avoid some of 
these difficulties, but substantial payments of bonuses in good years will 
invite stockholder and public criticism disproportionate to the net in- 
crease in the individual executive’s compensation after payment of in- 
come tax. 

In recent years, profit-sharing plans have experienced a revival of 
interest by tax-conscious employers. Most profit-sharing trusts are built 
up through employer contributions which are tax-deductible to the em- 
ployer but are not immediately taxable to the employees as long as the 
trust has been approved by the Bureau of Internal Revenue. When funds 
are eventually paid out to employees, the payments can be treated as long- 
term capital gain which is taxed at a maximum of 25 per cent. Such defer- 
ral of income is extremely attractive to employees already drawing high 
salaries who would have to pay high taxes on ordinary increases in com- 
pensation. Based on the number of rulings requested by employers from 
the Bureau of Internal Revenue, it appears that the number of profit- 
sharing plans has increased steadily since World War II. Profit-sharing 
plans were reported by establishments employing about 13 per cent of 
office and 7 per cent of plant workers in seventeen areas recently surveyed 
by the United States Department of Labor. In addition to the tax ad- 
vantages, employer interest in retirement plans as a means of attracting 
and holding capable personnel has been another reason for the wider use 
of profit-sharing plans. 

FRINGE BENEFITS 

In 1946, John L. Lewis not only gained substantial wage increases 
for his membership but also won an "'extra” benefit for the coal miners. 
This was a fringe benefit — so called because it did not directly affect 
wages and hours. The fringe benefit constituted a welfare fund for min- 
ers, financed by a modest contribution from employers of 5 cents per ton 
of coal mined. Two years later, the levy on employers had jumped to 20 
cents a ton, and by 1953 it was 40 cents a ton! Thus, in the course of 7 
short years, what had started out as a fringe benefit assumed giant pro- 
portions and gave nonunion mines, which were not required to make such 
contribution, a built-in cost differential of 40 cents a ton, which they used 
to advantage in broadening the market for nonunion coal. 

The development of fringe benefits has resembled the growth of 

Monthly Labor Review, November, 1956, p. 1285. 
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John L. Lewis’ welfare fund. Fringe benefits began modestly, mush- 
roomed rapidly, and now constitute a substantial portion of total labor 
costs in American industry. Moreover, as current interest in pension plans 
and annual wages indicates, the end is not in sight. 

Because fringe benefits have become costly to employers and attrac- 
tive to employees, they are a potent source of friction between labor and 
management. Moreover, the general adoption by industry of various types 
of welfare plans affects business costs and so may have important reper- 
cussions on the level of employment and income in our economy. 

Development of Fringe Benefifs^^ 

In recent years employers have granted to their employees health 
and accident insurance, life insurance, vacations with pay, pensions, sick- 
leave pay, annual wage guarantees, and other supplementary benefits 
which are commonly referred to as fringe benefits. Interest in this class 
of benefits was stimulated during World War II when union officials 
had to get something for their membership but were restricted so far as 
wage increases were concerned by wage stabilization. Unions continued 
their drive for fringe benefits after the end of World War II, and each 
year since has seen a continued spread of various forms of fringe benefits 
and a continuous rise in the cost of fringe benefits per man-hour. Today 
they cost industry an estimated $25 billion a year.^^ 

Employer-paid insurance premiums, for example, amounted to an 
insignificant sum only a few years ago. Today they have snowballed to 
an estimated total of more than $700 million a year.^® The number of 
workers covered by health, insurance, and pension plans included in col- 
lective bargaining agreements increased from about 600,000 in 1945 to 
approximately 11 million in 1954.^^ At least six paid holidays have be- 
come a standard provision in most union contracts. In some contracts re- 
cently negotiated, the Teamsters’ Union has obtained an agreement to 
recognize each employee’s birthday as a paid holiday! 

Figure 13 illustrates how the cost of fringe benefits has jumped from 
18 cents an hour in 1947 to 45 cents an hour in 1955. Moreover, the cost 
continues to rise with each new wage settlement. The annual cost of 
fringe benefits per employee in manufacturing industries is today prob- 
ably close to one thousand dollars per year. A recent survey conducted by 

Certain fringe benefits such as pensions, health and welfare plans, and guaranteed 
annual wages are considered in more detail m Chapters 19-20. 

Business Week, July 13, 1953, p. 120. 

Business Week, October 13, 1951, p. 40. 

U.S. Department of Labor, American Worker^ Fact Book, 1936 (Washington, 
D.C., 1956), p. 126. 
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the Chamber of Commerce of the United States found that nonmanufac- 
turing companies have, on the average, higher fringe costs than manu- 
facturing firms and that the burden of fringe costs varies widely by 
industriesd^ 

Union interest in fringe benefits and employer willingness to accede 
to some of the union demands is attributable in part to the peculiar tax 
status presently accorded to fringe benefits under federal law. If an em- 
ployer were to pay an employee an additional salary with the understand- 
ing that the employee would use the money to buy himself a retirement 
annuity or purchase life insurance, the amount paid to the employee 
would be deductible by the employer as an expense in calculating taxable 
income, but it would be taxable as income to the employee for federal 
tax purposes. If, however, the employer does not give the money directly 
to the employee but instead sets up a group pension plan or purchases 
group life insurance, the employee can get substantially the same protec- 
tion as long as he remains an employee of the company, but the provision 
for such benefits made by the employer, although deductible by the latter 

FIGURE 13 

Growth of Fringe Benefits, 1947-55* 


$2.20 



* Based on reports from seventy-nine large manufacturers. 

Source: National Industrial Conference Board, Inc. 

IS Report of U.S. Chamber of Commerce cited in Business Week, September 20 1952 

p. 146. 
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as a business expense, is not taxable to the employee at the time such pro- 
vision is made. Exclusion of such fringe benefits from employee income 
is based on the theory that they are provided essentially for the benefit of 
the employer — to attract and retain employees — and so should not be 
taxed to the employees. The Federal Bureau of Internal Revenue has 
stated that it is examining ''the whole area of the tax treatment of pen- 
sions and retirement plans and of the so-called fringe benefits.” It is there- 
fore possible that the favorable tax treatment accorded such benefits in 
the past may be modified in some respects. Such a change might be re- 
flected in a difference in attitude by both labor and management with 
respect to the desirability of expanding and liberalizing fringe benefits. 

Fringe benefits have now become such an accepted part of the wage 
structure that we are apt to overlook the revolutionary change which 
has occurred in the entire concept of compensation. For example, wages 
used to be paid for time worked. Today, there are few employers who 
do not pay wages of some kind for time not worked: paid vacations, paid 
dressing and undressing time, and paid holidays — these are some of the 
common examples. A study conducted by the Bureau of Labor Statis- 
tics in seventeen labor markets during 1955-56 revealed that nearly all 
office and plant workers received paid vacations and paid holidays. Three 
fourths or more of both office and plant personnel were provided life 
insurance, sickness and accident insurance, or sick leave, hospitalization 
and surgical insurance. Three fourths of the office workers and three fifths 
of the plant workers were employed in establishments having retirement 
plans.^^ It is apparent that bit by bit, American industry is obligating it- 
self to underwrite the economic needs and the economic risks of the 
worker. If this trend continues, will industry eventually be saddled with 
a cradle-to-grave security program for employees similar to the govern- 
mental program in England? As more and more costs go into fringe 
benefits, payment by the hour for time actually worked will become less 
important. Does this mean that our traditional modes of payment will 
eventually be outdated ? These are questions which cannot be answered 
today but which are a matter of concern to business and labor leaders 
alike. 

FORMALIZATION OF WAGE STRUCTURE 

In most of American industry, wages are tailored to the job rather 
than to the man. Management could, of course, attempt to pay each 

IS Monthly Labor Review, November, 1956, p. 1281. 
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worker an amount equal to management’s estimate of the worth of the 
individual, taking into account his age, health, skill, length of service, 
and similar factors. This practice is followed to some extent with respect 
to supervisory and executive employees and in the hiring of employees 
such as musicians and radio performers whose individual talents vary 
greatly. In a large industrial establishment, however, such piecemeal es- 
tablishment of a wage structure would be expensive, time consuming 
and impracticable. As a consequence, most industrial establishments have 
adopted formali 2 ed wage structures. 

Formal wage structures are generally of two kinds. A "single-rate 
establishment” pays the same rate to all experienced workers in a job 
classification. This means that a lower rate may be set for apprentices, 
but once a man has acquired what is considered the minimum experience 
necessary to qualify him for journeyman or experienced worker rates, he 
is paid the same rate as all other experienced workers performing the 
same work, regardless of variation in length of service and other factors. 
A "rate-range establishment,” on the other hand, sets up a range of rates 
for a particular job and provides that specific rates for individual workers 
within the range are to be determined by merit, length of service, and 
similar considerations. 

A recent study conducted by the United States Bureau of Labor Sta- 
tistics covering approximately 10 million workers in 40 labor-market 
areas found that for time-rated plant workers, formal single-rate and 
rate-range plans were generally used in all areas studied, and infor mal 
systems of payment based on evaluation of the individual workers’ ability 
and qualifications were relatively unimportant. Formal wage plans are 
most common in manufacturing industries and in public utilities. In- 
formal plans which adjust wages to the qualifications of individual work- 
ers are more common among office employees. Nevertheless, this survey 
found that even among the latter group, the majority of office workers in 
32 of 40 labor areas worked under formali 2 ed wage rates.^® 

Formali 2 ed wage plans are found in both organi 2 ed and unorgan- 
i 2 ed companies. Unions prefer that men be paid on the basis of the job 
and that workers having the same job receive the same rate, since this 
reduces friction and dissension among union members. Employers also 
prefer compensation based on standard rates, since it simplifies the work 
of the personnel department. Employers also recognke that payment of 
different rates to employees doing the same work is likely to have an ad- 
verse effect on morale. 

Monthly Labor Review, Vol. LXXVI, No. 1 (January, 1953), p. 22. 
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SUA/\MARY 

We have seen that the wage issue is not a simple question of how 
many cents per hour a worker should be paid. Wages — in the sense used 
in this text — can encompass a wide range of benefits from maternity care 
for a worker’s wife to extra pay for working after 6:00 p.m. Wages are 
naturally important to a worker because they mean purchasing power 
for him and his family. But wages also have another dimension in our 
society which should not be overlooked. The worker, in common with 
other members of the community, views his wage as a symbol of his stand- 
ing in the community. It is an aspect of his status in our economic society. 
That is why benefits such as a third week of paid vacation, for example, 
are so important. If John Jones is home cutting the lawn while Bill Smith 
is working at the plant because his company did not give the third week 
of vacation, you can bet that Mrs. Jones and Mrs. Smith are discussing 
the injustice of it all and that Bill Smith — and eventually his employer — 
will hear about it! 

In the next chapter, we shall consider other problems arising out of 
the employer-employee relationship which do not directly involve wages 
but are important issues in the collective bargaining process. 

QUESTIONS FOR DISCUSSION 

1. Discuss the various forms of incentive payment. Is it true that unions oppose 
piecework and favor time payment? Support your answer. 

2. List as many benefits as you can think of which would fall within the category 
of fringe benefits. 

3. Discuss the pros and cons of profit sharing. 

SUGGESTIONS FOR FURTHER READING 

United States Department of Labor. "'Supplementary Wage Provisions in 
17 Labor Markets, 1955-56,” Monthly Labor Review, Vol. LXXIX (Novem- 
ber, 1956), pp. 1281-87. 

A statistical survey of important fringe benefits. 

Kennedy, V. D. Union Policy and Incentive Wage Methods. New York: Co- 
lumbia University Press, 1945. 

A study of union attitudes toward incentives. 

Brower, F. B. Sharing Profits with Employees. National Industrial Conference 
Board, Studies in Personnel Policy, No. 162, 1957. 

An up to date, realistic analysis of the scope and role of profit sharing. 



Chapter 

6 


THE CONTENT OF COLLECTIVE 
BARGAINING: INDUSTRIAL 
JURISPRUDENCE 


The process of collective bargaining, as we have seen 
from the previous chapter, is a method of determining the price of labor, 
that is, of fixing wages. An additional important function of collective 
bargaining is to formulate the rules and regulations governing the em- 
ployment relationship. 

Where there is no union, management’s labor policies may be liberal 
or restrictive, but in either case they are management’ s policies. Manage- 
ment is free to discharge, to promote, to hire, or to lay off in any legal 
manner in which it desires. But when a union represents the employees, 
these functions and many others which were once the prerogative of man- 
agement become subject to a variety of rules. Some of these rules are 
written into an agreement between union and management; others are 
simply accepted by both parties and remain unwritten; and still others are 
embodied in federal, state, or municipal laws, often as a result of pressure 
by unions or employers. 

Whatever the form of the rules, they embody the system of "indus- 
trial jurisprudence by which the relation of union and management is 
regulated.^ 

NO UNIFORMITY OF RULES 

The rise of a system of industrial jurisprudence is traceable to a 
number of factors. Basically, however, it is the result of American work- 
ers’ demands that industrial relations be conducted according to rules 
which labor has had a voice in formulating. Industrial relations by fiat 
of the boss is anathema to workers who have been raised on stories of 
American democratic principles. 

^ Slichter, Union Policies and Industrial Management (Washington, D.C.: 
Brookings Institution, 1941), p. 1. This chapter has drawn heavily on Professor Slichter’s 
excellent analysis. 
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The type of rules developed in a particular industry or shop reflects 
the problems encountered there. The industrial pattern, including the ex- 
tent of product competition, the character of the labor market, the degree 
of union and nonunion competition, the rate of technological change, 
and a host of other socioeconomic factors determine particular union poli- 
cies. What one union finds suitable in a particular situation, another in 
a different locale will reject as unworkable. Union policies are a function 
of their environment. Hence, we find a wide variety of policies pursued 
by various unions. Popular statements to the effect that '*all unions desire 
the closed shop” or ”all unions favor seniority” or '"all unions oppose in- 
centive systems” have no basis in fact. 

UNION SECURITY 

A primary aim of most unions is **union security,” and this usually 
involves some form of compulsory union membership and automatic dues 
checkoff. Whether a union will demand a ^closed shop” (under which 
employees must join the union as a prerequisite to employment) or a 
” union shop” (under which the employer may hire anyone he chooses, 
but after a probationary period of 30-90 days all employees must join 
the union as a condition of employment) will vary with the type of em- 
ployment and labor market. In general, the closed shop is found among 
skilled and strategically located trades and in industries in which employ- 
ment is casual and intermittent. The closed shop differs from the union 
shop primarily in that it is not only a means of ''union security” but also 
a method of controlling entrance to a trade or industry. Other forms of 
union security, including methods of ''checking off” dues and thus assur- 
ing unions of a flow of funds, are described in Table 12. 

Approximately 80 per cent of the 18,000,000 employees covered by 
union agreements are working under some form of union-security provi- 
sions. Union-security clauses are rarely found abroad.^ They originated in 
the conditions surrounding the growth of American unions. 

For the reasons discussed in Chapter 2 the growth of the American 
labor movement has been slow and employer opposition to union recogni- 
tion strong. The closed or union shop became a necessary weapon for 
union existence in most industries. Only if union security was achieved 
could the union count on effective protection from employer discrimina- 
tion against imion members. In many cases, the closed- and union-shop 
provisions were necessary to induce workers to join the union, not so 

2 New Zealand requires compulsory union membership by law under certain condi- 


tions. 
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TABLE 12 

Types of Union Security and Checkoff 


Union Security Terms 
Closed Shop — Employer agrees that all 
workers must belong to the union to keep 
their jobs. He further agrees that when 
hiring new workers he will hire only mem- 
bers of the union. 

Union Shop — Employer agrees that all 
workers must belong to the union to keep 
their jobs. He can hire whom he wants; 
but the workers he hires must join the 
union within a specified time (usually 30 
days) or lose their jobs. 

Modified Union Shop — Employer agrees that 
all present and future members of the union 
must remain in the union for the duration 
of the contract in order to keep their jobs. 
(Present workers who are not in the union 
and who do not join the union in the future 
can keep their jobs without union member- 
ship.) The employer further agrees that 
all new employees must join the union 
within a specified time (usually 30 days) 
or lose their jobs. 

Agency Shop — The employer and the union 
agree that a worker shall not be forced to 
join or stay in the union to keep his job. 
The worker has the choice of joining or not 
joining. But if he elects not to join he must 
pay to the union a sum equal to union 
dues. This sum represents a fee charged 
nim by the union for acting as his agent in 
collective bargaining and in policing the 
union contract. 

Maintenance oj Membership — Employer agrees 
that all present and future members of the 
union must remain in the union for the 
duration of the contract in order to keep 
their jobs. (Workers who are not in the 
union and who do not join the union in the 
future can keep their jobs without union 
membership.) 

Revocable Maintenance of Membership — Em- 
ployer agrees that all present and future 
members of the union must remain in the 
union to keep their jobs. But he specifies 
that workers can leave the union during 
specified periods (usually 10 days at the 
end of each year) without losing their jobs. 

Preferential Hiring — Employer agrees that 
in hiring new workers he shall give pref- 
erence to union members. 


Checkoff Terms 

Voluntary Irrevocable — Employer agrees to 
deduct union dues and other monies from 
the worker’s wages only if the worker 
signs a form authorizing him to do so. 
This generally requires that the worker’s 
authorization shall not be irrevocable for 
more than 1 year or beyond the termination 
date of the contract, whichever is sooner. 

Tear-to-Tear Renewal — Employer agrees to 
deduct dues and other monies from the 
worker’s wages if the worker signs a check- 
off authorization. If the worker does not 
revoke his authorization at the end of a 
year or at the contract termination date, 
it goes into effect for another year. 

Voluntary Revocable — Employer agrees to de- 
duct union dues and other monies from 
the worker’s wages if the worker signs a 
form authorizing him to do so. The worker 
can revoke this authorization any time he 
sees fit. 

Automatic — Employer agrees automatically 
to deduct dues and other monies from the 
worker’s wages and turn the money over 
to the union. 

Involuntary Irrevocable — Employer agrees that 
to secure and keep his job a worker must 
sign a form authorizing the employer to 
deduct union dues and other monies from 
his wages. 


Source: J. J. Bambrick, Union Security and Checkoff 
Provisions, National Industrial Conference Board, 
Studies m Personnel Policy, No. 127 (1952). 
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much because of their reluctance to join but because of their fear of con- 
sequences in the form of employer retaliation if they joined voluntarily. 

In England, unions found little need of union security. The English 
unions grew at a more rapid rate than those in the United States and en- 
countered much less employer opposition. Complete union membership 
was achieved not by union-security provisions in contracts but by direct 
action among employees. Men unwilling to join unions in England are 
usually compelled to do so either because union men will not work with 
them or else because they find that failure to join unions means social 
ostracism or other types of effective pressure. Such methods proved in- 
effective in America in the face of employer opposition to unions and the 
lack of class consciousness on the part of employees. 

In Sweden, the union-security issue was taken out of collective agree- 
ments by industrial relations statesmanship. The central employer and 
union federations agreed in 1906 that employers would recogni 2 e unions 
as bargaining agents for workers, and unions in turn would not demand 
the closed or union shop. At the same time in the United States, the Na- 
tional Association of Manufacturers was waging a ‘'holy*' war on unions 
under the slogan that the "open’* shop was the "American way.” Small 
wonder that in the United States the refusal of employers to grant the 
closed or union shop has often been taken by unions as proof that the em- 
ployer would like to destroy the union! 

Theoretically, the passage of the National Labor Relations (Wag- 
ner) Act in 1935 eliminated much of the need for union security. This 
act outlawed employer discrimination against workers because of union 
membership and required employers to bargain with duly certified unions. 
Nevertheless, union-security demands lost none of their intensity. This 
was true partly because union leaders and members believed, often with 
considerable justification, that employers were opposed to unions and 
could circumvent the law; partly because emotionally they could not im- 
agine successful unionism without the closed or union shop; and partly 
because of a new development — the rise of rival unionism on a scale here- 
tofore unknown. The existence of a union-security provision deters raid- 
ing by rival unions, and thus gives unions "security” from another angle. 

If present union demands for union security are dictated more by 
emotion than need, so often is management’s response. This response is 
frequently couched in terms of individual liberty, the right to work, etc., 
whereas the real issue is more likely to be who controls hiring or dis- 
charges — union or management. On many occasions, management has 
granted additional wage benefits in lieu of union security — only to yield 
on the union-security issue a year or so hence. 
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Arguments pro and con the closed or union shop are actually mat- 
ters for individual determination. If one believes that under no condition 
should a person be compelled to join a union in order to have the right 
to work, one is opposed to union security. If one believes that persons 
should be compelled to support an organization which has won certain 
benefits in which they share, one favors union-security provisions. These 
are irreconcilable value judgments. 

Although nearly all unions advocate union-seairity provisions, such 
provisions may in the long run be detrimental to the unions themselves. 
This is particularly true in cases where a union or closed shop exists and 
employment in the plant expands considerably so that new workers are 
enrolled in the union faster than they can be assimilated. The new em- 
ployees, not being aware of the improvements which the union may have 
achieved in wages and working conditions, are likely to be antagonistic 
toward compulsory union membership and to regard the requirement 
that they pay union dues as an unfair deduction from their earnings. Con- 
scripts do not make good union members. In times of strife or other dif- 
ficulties, the union finds that its bargaining power has been reduced 
because of the fact that it cannot count upon its members who, without 
experience or indoctrination, were forced into the union. 

The most fundamental charge against union-security provisions is 
that they encourage dictatorial union administration. Abuses of this type, 
however, can be curbed. For example, by forbidding unions to cause the 
discharge of employees except for nonpayment of dues, the Taft-Hartley 
Act mitigated one abuse. A more thorough program would subject all 
expulsions from unions to impartial arbitration and would outlaw un- 
reasonable restrictions on union membership. Such a program would curb 
the '^closed union" — a situation in which union membership is denied 
new applicants for any reason whatsoever. 

The Taft-Hartley Act outlawed the closed shop and required a ma- 
jority vote of the affected employees before other forms of union security 
could be negotiated. Neither restriction has been conspicuously success- 
ful. There is general agreement that the ban of closed shops has been 
consistently circumvented or ignored by unions and employers who had 
heretofore operated under closed-shop provisions. The intent of Congress 
was to prevent restrictions on entrance to a trade by the closed shop; but 
so far custom has prevailed over law. 

The restriction on other forms of union security stemmed from the 
belief that union security was forced on workers by union oiSScials. But 
by secret ballot required by the Taft-Hartley law, less than one worker 
out of eight rejected union security. As a result, union-shop contracts con- 
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tinued to spread in industry. In 1952, Senator Taft joined in sponsoring 
an amendment to the law, which bears his name, eliminating this restric- 
tion on the negotiation of union-security provisions. The ban on closed 
shops, however, remained in the law. 

The most effective attack on union-security provisions stemmed from 
still another section of the Taft-Hartley Act — Section 14 (^) which made 
state laws regulating union-security agreements paramount over the Taft- 
Hartley Act, provided the state laws are more restrictive. Eighteen states 
have passed legislation outlawing all forms of union security. All but 
one — Indiana — are rural states of the South and West where unions are 
already weak.^ 

The drive for these laws has been well financed and directed by the 
National Association of Manufacturers and, a newer organization in the 
field, the National Right to Work Committee. As the name of the latter 
organization indicates, the banning of compulsory unionism is sold to 
legislators on the theme that it will '^maintain a basic American freedom 
— the right to work.” 

Unions, of course, argue that no one has a right to work in a par- 
ticular establishment. He has only a right to seek employment. To gain 
and maintain work, a person must comply with numerous regulations of 
government and industry. 

Nevertheless, more than 50 years of propaganda against compul- 
sory unionism in rural areas and small communities have made ” right- to- 
work” legislation a lively issue in nearly all state legislatures, most of 
which, in spite of the urbanization of our country, are still controlled 
through outmoded apportionment techniques by rural and small-town 
representatives. Significantly, it was the representatives of these groups 
which pushed through the Indiana ban on compulsory unionism in 1957, 
with such large businesses as General Motors, Radio Corporation of 
America, Cummins Engines, and Seagram’s in opposition. 

The fight over compulsory unionism obscures real issues. Proponents 
want it to stop union growth, and unions blame their failures on it. Yet 
in Texas, since the passage of a stringent ' Tight- to-work” law, the rate 
of union growth has been more rapid than in the country as a whole.^ 
Proponents declare the ban on compulsory unionism will encourage de- 
cent, uncorrupt unionism. Yet no one has found the Teamsters’ Union 

3 The states which outlaw all forms of union security are: Alabama, Ari 2 ona, Arkan- 
sas, Florida, Georgia, Indiana, Iowa, Mississippi, Nebraska, Nevada, North Carolina, North 
Dakota, South Carolina, South Dakota, Tennessee, Texas, Utah, and Virginia. 

Frederic Meyers, "The Growth of Collective Bargaining in Texas," Proceedings 
(Industrial Relations Research Association, 1954), pp. 288-89. 



1 92 • ECONOMICS OF LABOR RELATIONS 

more socially useful in the eighteen states which have right-to-work laws 
than in the other thirty. 

The real accomplishment of the half-century fight over compulsory 
unionism has been to obscure basic issues, to add emotional content where 
objective discussion and action are needed, and to prevent more mature 
consideration of the basic issue of union power and its social control. 


CONTROL OF ENTRANCE TO THE TRADE 

Attempts to control entrance to the trade are limited largely to craft 
unions. Except for a few such as the United Mine Workers, who have 
been able to utilize license laws, industrial unions do not find it feasible 
to control entrance. Their members learn their tasks by experience. They 
permit the employer to recruit the work force and exert their control in 
other ways. 

Craft unions, however, have found that control of entrance is an 
effective method of increasing their bargaining power. Their efforts take 
two principal forms: regulation of apprenticeship and support of licens- 
ing legislation. 

Regulation of Apprenticeship 

Nearly all unions whose membership includes journeymen, for 
which apprenticeship is customary, attempt to regulate the terms and con- 
ditions under which apprentices are employed. Apprenticeship is, how- 
ever, only one of the many ways in which a vocational aptitude may be 
gained; indeed in most occupations, training is acquired by other means. 
As a result only about one fourth of American unions actually participate 
in apprenticeship regulation. 

The most common method of regulating apprenticeship is to control 
the proportion of apprentices to journeymen. If unions did not regulate 
this ratio, employers would be in a position to hire nearly all apprentices 
and thus to drive the journeymen out of their jobs. 

Agreements in such industries as the printing and building trades, 
where craft unionism is common, normally contain provisions for the em- 
ployment of one apprentice to every four to eight journeymen. In addition 
many unions negotiate agreements which place an absolute limit on the 
number of apprentices which can be hired. 

In addition to controlling the number of apprentices by a direct 
limitation, unions can also control apprentice training by controlling the 
wages of apprentices. The higher the wages of apprentices are set, the 
more costly it is for the employer to use apprentices. Thus a liberal ratio 
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of apprentices to journeymen may be nullified by an unreasonable rate 
for the use of apprentices. 

Few unions require the serving of an apprenticeship as a condition 
of membership. Perhaps more would, if they completely controlled en- 
trance to their trade. The fact of the matter is, however, that so many 
Americans either pick up a trade without formal training or have secured 
their training in foreign lands from which they emigrated that it would 
not be practical for unions to make apprentice training an absolute pre- 
requisite. 

The reasonableness of union apprentice regulation varies from in- 
dustry to industry. There has been considerable evidence in certain trades, 
including building and printing, that union apprentice regulations have 
been utili 2 ed to prevent newcomers from winning a place in the industry, 
and in other cases such limitations have actually created artificial short- 
ages of labor. For example, in the New York mirror industry, union re- 
strictions prevented the employment of apprentices for over 15 years so 
that by 1946 an acute shortage of labor developed which still exists. 

One must make several qualifications, however, to any blanket con- 
demnation of union restriction of apprentices. In the first place, some 
restriction is essential to prevent employers from keeping apprentices at 
work and laying off journeymen. In the second place, a number of studies 
have shown that nonunion employers do not hire as many apprentices as 
union employers and that, in addition, many union employers do not hire 
as many apprentices as the union rules permit even in cases where the 
wage rates for apprentices are not excessive. These findings should not 
be surprising. The employment of apprentices can be costly to employers, 
particularly during the first 2 years of the average 4-year apprentice- 
ship. An apprentice is likely to cost more than he is worth in terms of 
production. Moreover the employer has no guarantee that the worker 
will remain for the full apprenticeship course or that if he completes the 
course, he will remain as an employee with the employer who trained him. 
Consequently, many employers do not hire apprentices even when there 
are no union bars to their employment. 

Unions perform some definite services in regard to apprentice train- 
ing. For one thing the existence of a strong union prevents an employer 
from keeping an apprentice on a particular task which he has mastered 
instead of giving him a well-rounded mechanical education. The tempta- 
tion for employers to confine apprentices to a small section of the me- 
chanic's job is very great, for in such cases they are receiving work of 
mechanic's quality for apprenticeship wages. In addition, apprentices who 
jump their training usually find the existence of a union a bar to attempts 
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to pass themselves oflf as journeymen. This protects the public and em- 
ployer against poorly trained mechanics. 

On the other hand, unions have tended to maintain or even to ex- 
tend the terms of apprenticeship when they have become obsolete. Thus 
it is highly doubtful whether today 4 or 5 years is a necessary term for 
learning many of the building crafts which require apprenticeships of 
that duration. It would appear probable that these terms could be short- 
ened, but unions fear to do that because their mles and restrictions are 
based on the number who can be expected to become journeymen after 
4- and 5-year apprenticeships. Any reduction in the terms would probably 
be accompanied by a reduction in the percentage of apprentices permitted 
in union agreements. 

Finally, apprentice training as a whole is not likely to be a very 
efficient method of providing qualified labor when it is needed. Typically, 
during periods of depression, no apprentices are trained so that in follow- 
ing periods of prosperity there is a great shortage of skilled labor. Then 
in the prosperity period the number of apprentices being trained increases 
tremendously. By the time some of these apprentices become qualified 
journeymen, business conditions and their opportunities for employment 
have worsened. If apprenticeship training is to be continued, it may have 
to be done at public expense in order to insure a continuous supply of 
skilled craftsmen. 

Licensing Legislation 

A number of unions have sought to limit entrance to the trade by 
means of licensing legislation. Most prominent among them have been 
the plumbers, electricians, barbers, miners, stationary engineers and fire- 
men, and motion-picture operators. These unions have sponsored state 
laws and municipal ordinances which require workers in the trade to pass 
tests as a condition of employment therein. Generally, these laws give 
unions and employer associations prominent places in their administra- 
tion. Ostensibly, they are enacted in the interest of the safety of the con- 
sumer. Actually, their real purpose from a union point of view is to limit 
entrance into the trade and to increase union bargaining power by making 
it more difficult for employers to employ strikebreakers. 

No careful study of licensing legislation has ever been made. Such 
evidence as is available, however, indicates quite clearly that licensing 
laws are frequently abused and that their value to the consumer varies 
considerably. For example, such laws may be used as a vehicle for race dis- 
crimination, or to restrict artificially the number of qualified mechanics. 
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The problem of licensing legislation extends beyond the limitations 
of unions. The medical, legal, dental, and the other professions which 
advocate licensing legislation have encountered the same problems. Any 
study of the value of licensing legislation to the community should in- 
clude the activities of the American Medical Association as well as those 
of the United Association of Plumbers and Steamfitters of the United 
States and Canada. 

Although a purpose of licensing legislation is to limit the number 
of workers in the trade, it can have the opposite ejEfect. By making it 
almost impossible to import strikebreakers, licensing laws enable unions 
to raise wage rates. This is likely to attract workers to the trade since the 
average person thinks in terms of hourly rates rather than annual earn- 
ings. Hence, the net effect of licensing laws may be to increase rather 
than decrease the number of workers in a craft. The effectiveness of the 
licensing laws and their administration from the union point of view will 
then be determined by the extent to which the legislation prevents the 
pool of labor attracted by the high rates from entering the trade. 

CONTROL OF HIRING 

In an unorganized labor market, the employer controls both hiring 
and layoffs. When a union enters the picture, it must secure some voice in 
at least one of these vital matters. Otherwise, the union can be of little 
service to members who fear discrimination because of union member- 
ship, or who want hirings and/or layoffs conducted by rules rather than 
by employer fiat. 

Methods of Controlling Hiring 

The most common method of controlling hiring is by means of the 
closed shop, requiring employers to hire only members of the union, or if 
no union members are available, persons willing to join the union. Some 
agreements go further by requiring the employer to hire only through 
the union office or through a hiring hall which may be controlled by the 
union, by the union and the employer in co-operation, or by a third body, 
e.g., a government bureau. 

Control over layoffs often involves indirect control over hiring, es- 
pecially if, as on the railroads, employment is declining on a secular basis. 
In the railroad industry, the unions have concentrated on controlling lay- 
offs by the seniority principle. The seniority agreements, however, pro- 
vide for preference for furloughed men in rehiring in the order of the 
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furloughed men’s seniority, i.e., length of service with the company. If 
there is a large pool of furloughed men, the employer’s freedom to hire 
is restricted almost as severely under this type of seniority agreement as 
under the closed shop. 

Besides these general controls, a few unions have restricted the right 
of employers to require physical examinations or have secured agreements 
providing for the employment of a limited number of older workers or 
nonlocal workers. Except possibly for the last, these restrictions are of 
little importance since they arise out of particular situations. For exam- 
ple, physical examinations were once widely used by employers to rid 
themselves of active union members, but this practice is no longer com- 
mon. Requirements that employers hire a certain percentage of older 
workers are far less important than seniority provisions in safeguarding 
jobs for the older worker in industry. And restrictions on hiring nonlocal 
employees are found mainly in the amusement and building trades where 
they are utilized to improve job prospects of local workers against travel- 
ing amusement companies or nonlocal building contractors who are likely 
to hire their labor at their home location. Restrictions on the use of non- 
local labor assume more importance in depressed times as local unions, 
often contrary to national union policy, attempt to "look out’’ for the 
local members. 

As in the case of control over entrance to the trade, control over 
hiring is practiced mainly by the craft unions. The main exceptions in- 
volve, first, such control over hiring as results from control over layoffs 
(for example, seniority provisions) ; and, second, control over hiring by 
industrial unions in industries where employment is casual and intermit- 
tent or seasonal, as in the maritime or needle trades. Most other unions 
do not operate in labor markets which permit them to exert control over 
hiring. Hence, except indirectly through seniority provisions, most in- 
dustrial unions concentrate on control of layoffs and do not attempt to 
restrict employer control of hiring. 

The effects of restrictions on hiring vary considerably. Obviously, 
as our study of union admission policies in Chapter 3 showed, the closed 
shop can be a very restrictive vehicle if combined with discriminatory 
admission policies, high initiation fees, or the refusal to admit new work- 
ers to the union. On the other hand, the closed shop need not be, and 
often has not been, accompanied by these abuses. Moreover, even with 
restrictive admission policies, a union may not unduly curtail the supply 
of labor to the firm or industry. Because union rates are most always 
higher than nonunion ones, a larger pool of labor is often attracted than 
can find employment in the union organized shops. "This explains the 
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paradox of a large number of local unions practicing restrictive member- 
ship policies without depriving employers of an adequate labor supply/’^ 

Hiring Halls 

It is quite common in many industries where the average employer 
is small and the unions are organized on a craft basis for the employer to 
hire through the union office. Sometimes this custom arose more as a con- 
venience to employers who wanted a central hiring office than as a means 
of union control. Generally, however, it is a result of union demands pro- 
voked by special market conditions. In trades or industries where employ- 
ment is intermittent or casual, for example, building or maritime, hiring 
through the unions is the only method by which the union can secure 
equal division of work for its membership and end systems whereby a 
small portion of the membership secures the bulk of the available work. 

Although unions may demand that employers hire through them in 
order to avoid abuses, the net effect may be the substitution of new abuses 
for old. For example, in the building trades the business agent has fre- 
quently substituted his favoritism for that of the contracting foreman. 
The opportunities to use job dispensations as a means of building up one’s 
personal political machine within the union are immense, and the tempta- 
tion is frequently succumbed to. In order to protect themselves against 
such methods, the rank and file of many unions may require officials to 
rotate jobs on a first-come, first-served basis. This, however, can place a 
heavy burden on both employers and on the most efficient men. It severely 
restricts the right of employers to choose men whom they deem compe- 
tent. And since, especially in the building trades where the unions do not 
control layoffs, the least efficient are the first fired and thus the first in 
line for new jobs, the efficient men are at a disadvantage once they are 
laid off. 

In the garment trades, where employment is highly seasonal, unions 
control hiring but permit employers latitude in rejecting employees. Thus 
a typical agreement provides that employees of a given craft may be sent 
in rotation, but the employer has the right to discharge without union 
complaint during a 2-week probationary period. Contracts in other in- 
dustries vary, some giving the employer the right to reject at least two 
persons sent by the union office for a job, but upon rejecting a third, the 
union may challenge the employer to prove incompetency through the 
grievance machinery. 

Formal hiring halls are most common in the maritime industry. Be- 
cause employment in this industry is casual, there is usually a larger labor 

5 Slichter, op. cit., p. 67. 
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force attached to it than there are jobs at a given time. This has encour- 
aged a host of antisocial hiring practices and racketeering at the expense 
of the workers, such as selling jobs, forcing employees to borrow money at 
exorbitant rates, or to patronize retail establishments in which employers 
have an interest, etc. Longshoremen in New York City were still em- 
ployed in 1953 without a central hiring establishment, despite the fact 
that a series of studies since 1915 have urged that the present system be 
abolished and despite knowledge that the New York City water front 
has been a virtual cesspool of racket-run unions, led by numerous thugs 
and ex-convicts, who prey upon, rather than represent, longshoremen. 
Finally, after federal and state crime commissions exposed the situation 
once more, the New York and New Jersey legislatures and Congress en- 
acted laws in 1953 designed to curb this terrible situation. 

Hiring halls have been established by the International Longshore- 
men’s and 'Warehousemen’s Union on the West Coast, and by nearly all 
the nonofficer seamen’s unions. Although theoretically a number of these 
hiring halls are jointly run by labor and management, union control ap- 
pears to be dominant. For example, the requirement that the dispatchers 
who send out the longshore crews on the West Coast be members of the 
International Longshoremen’s and Warehousemen’s Union won almost 
complete control of the hiring halls for that union in the 1934-48 period. 
Since then. West Coast longshore employers have charged that the union 
dispatchers often refuse to supply employers with new workers if men 
were discharged because of incompetency and have favored adherents of 
the Communist Party with jobs. 

The hiring halls for seamen are frequently under full union con- 
trol. The National Maritime Union has fought hard for union-con- 
trolled hiring halls partly in order to equalize employment opportunities 
but partly to make the men more dependent on the union and to prevent 
companies from developing more or less permanent crews which are loyal 
to the company.”® In recent years, however, employers in the maritime 
industry have apparently been satisfied with the NMU’s hiring halls be- 
cause they expressed apprehension when the Taft-Hartley Act threatened 
to do away with them under the closed-shop restriction. 

Closed Unions and Hiring Halls 

In the maritime industry, hiring hall schemes must assume some re- 
strictions of entry to be workable. One of the causes of favoritism and 
racketeering in hiring on the water front is the fact that, especially in 
depressed times, unemployed workers drift there, often attracted by the 

® Ibid,, pp. 84-85. 
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high hourly rates. If the "drifters’’ are granted free entry into the organi- 
zation, the hiring hall becomes a vehicle for sharing poverty rather than 
sharing work. The unions must, therefore, either refuse admission to 
newcomers or enforce some sort of seniority regulations which modify 
rotation schemes and give preference to the workers who have been long- 
est attached to the industry. The former policy is more often pursued 
because the admission to membership of workers for whom there are no 
jobs provides a hard core of opposition to incumbent union officers. More- 
over, the "unemployed brothers” are likely to congregate in the union 
hall and to be able to attend all meetings. They thus are in an excellent 
position to control union policy out of proportion to their numbers. 

CONTROL OF LAYOFFS 

The depression which began in 1929 stimulated a tremendous in- 
terest in seniority and division-of-work provisions. Indeed, thousands of 
workers joined unions during the 1930’s because they believed that lay- 
offs during the depression had been unfairly conducted and they wished 
to prevent recurrence of such experiences. 

The interest of unions in layoff policies stems from the worker’s 
desire to know where he stands — that is, to know what chance he has of 
retaining his job in case the business of the firm materially declines — and, 
also, from the desire of unions which cannot control hiring to prevent 
employer discrimination against union men in layoffs. 

Not all unions attempt to control layoffs. In industries such as build- 
ing and maritime, union control of layoffs is not feasible. Thus provisions 
to give preference according to seniority or to divide the available work 
among existing employees have no meaning on a construction job which 
is completed in a given period or in a maritime position which is over 
when the ship returns to port or when the ship cargo is loaded. These 
unions, as noted in the previous section, concentrate their control on hir- 
ing. The labor market in which they find themselves precludes layoff 
control. 

Seniorify 

The two basic methods of union layoff control are seniority and 
equal division of work. Seniority agreements generally provide that em- 
ployees in a plant or subdivision thereof shall receive preference in lay- 
offs and rehiring in the order in which they were hired. In some cases, as 
on the railroads, seniority agreements are quite rigid, the only require- 
ment being ability to perform the job. In other cases, seniority provisions 
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are much weaker, giving the employer the opportunity to select a more 
competent person over one with greater seniority. A few agreements pro- 
vide for retention by the employer of a small percentage of personnel in 
slack times regardless of seniority so that the plant will be manned by a 
key basic work force. Other agreements place the union-shop steward or 
committeeman at the head of the seniority roster. 

Seniority is most common in the railroad, automobile, iron, steel, 
rubber, electrical products, and other mass-production industries. In the 
mass-production industries the extent of the seniority district or unit var- 
ies considerably. Sometimes the seniority district is the plant, sometimes a 
plant division, or a department, or an occupation, or some combination 
thereof. In general, management prefers the smallest possible seniority 
districts with no provisions for workers to hold seniority in more than 
one district. Under such regulations, layoffs and rehiring do not involve 
much dislocation in the plant and hence do not interfere materially with 
the efficient organization of personnel. 

Union and employee preference as to the size of seniority districts 
varies considerably. In general in times of unemployment, skilled work- 
ers prefer wide seniority districts and unskilled workers narrow ones. 
This is because skilled workers can replace unskilled ones but not vice 
versa. Hence, the wider the seniority district in times of layoffs the greater 
the chance for the skilled worker to find a spot by exercising his seniority, 
and the greater the chance that the unskilled worker will be pushed out 
of a job. In times of prosperity the opposite is likely to be true because 
expanding employment gives unskilled workers the opportunity to ad- 
vance in the occupational hierarchy, and this they like to do without sacri- 
ficing their seniority in their former jobs. On the other hand, skilled work- 
ers see in expanding employment more competition for jobs when times 
become depressed. Hence, they favor narrow seniority districts during 
prosperous periods. 

The attitudes of union officials vary, but the writers have observed 
an increasing tendency on the part of union leaders to shift their prefer- 
ence from large districts to narrow districts. Many union leaders have 
come to the belief that the narrower the seniority district, the less the in- 
ternal union stress in times of layoffs. 

Some Effects of Seniority 

The widespread use of seniority provisions in industrial relations 
has some salutary and some unfortunate effects. The most important argu- 
ment in favor of seniority is that it affords the worker knowledge of his 
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position vis-a-vis his fellow workers. Although seniority is frequently con- 
fused with security, it should not be since, if the plant in which the worker 
holds seniority ceases to operate, seniority is of no value whatsoever. 
Moreover, for every worker which seniority retains on the payroll, an- 
other must be discharged. Seniority, however, is an impersonal criterion 
and rules out personal favoritism which workers fear so much. And it 
does have a sort of rough justice since it gives preference to those who 
have worked the longest and who presumably have the greatest equity in 
their jobs. These are the sources of its popularity. 

On the other hand, it cannot be denied that seniority puts a premium 
on mediocrity. The person who is least willing and able to take advantage 
of opportunities in other plants or who has least ability and, therefore, 
does not receive such opportunities is the one who stands the greatest 
chance of reaching the top of a seniority roster. For those who like to 
get ahead by standing still, seniority is a godsend. For those who yearn 
for the opportunity to advance quickly on merit, seniority is a bane. 

Seniority may reduce plant efficiency by giving key jobs to men past 
their prime, by disregarding ability, and by discouraging incentive. And 
it reduces labor mobility because men fear to give up seniority to take a 
new job. 

A seniority rule requiring that furloughed men be rehired in order 
of their seniority is likely to increase the labor reserve attached to an in- 
dustry. Despite unemployment in the railway shops and higher wages in 
war production, railway shop employees refused to leave that industry 
during World War II because they did not wish to lose their accumulated 
seniority. Special agreements which provided for retention of seniority 
by men who left peacetime jobs for war production got around this difii- 
culty. In ordinary times, however, the effect is to create an unemployed 
group in some areas even where preferable employment is available else- 
where. 

The “rough justice'’ of seniority may, moreover, be very crude. For 
example, during the depression, railroad employees of 15 and 20 years' 
experience were furloughed. Obviously, many of these were family men 
with as much equity in their jobs as those who were retained on the pay- 
roll, or even more. For the oldest employees in service are often grand- 
parents, the peak of whose family and financial obligations has passed, 
whereas the middle group are most likely to be in the life period of top 
responsibility. 

In some instances, seniority and other union layoff policies may im- 
prove managerial efficiency. The fact that employers can no longer dis- 
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charge workers at will forces them to improve selection and training 
facilities. Moreover, union controls prevent the degrading practice of 
buying favors from foremen and other such favoritism on the job. 

From the community point of view, seniority gives the not-quite- 
so-ej0ficient worker an opportunity to improve instead of being cast out, 
often prematurely, as unemployable. And it protects the older worker 
with many years of efficient service from being laid off in times of slack 
employment. 

Seniority causes many internal union problems. For example, there 
is frequently dispute over what constitutes length of service. Occasionally, 
service is interrupted for one reason or another, and a wide divergence 
of opinion is likely to arise both between employer and union and among 
employees as to whether breaks in seniority for one or another reason 
should be overlooked. On numerous occasions, internal union disputes 
over seniority provisions and their interpretation have resulted in lengthy 
and costly litigation. 

Seniority provisions have profound effects on strikes. In the first 
place, the senior men are much less willing to strike than those who 
have less seniority and hence less to lose. "Quickie” strikes called with- 
out union approval were numerous in Detroit automobile plants during 
World War II but declined precipitously after war production was cut 
back. The basic reason was that during the interim between full war and 
full peace production, the newer workers in the industry were laid off 
because of seniority provisions. The senior men who then made up the 
employed labor force, being much less "quick-on-the-trigger,” settled 
their grievances peacefully. 

Seniority makes strikes which do occur difficult to win for unions, 
and even more difficult to settle if strikebreakers are employed. Once on 
strike, senior men are likely to be apprehensive and to be ready to return 
at the slightest hint that their jobs are being filled. At the same time, 
junior men are likely to be strongly tempted to scab in order to leap from 
the bottom to the top of the seniority roster. 

Seniority rules may in some circumstances perpetuate discrimination 
and in others protect minority workers. For example, many Negroes en- 
tered industry for the first time during World War II and many won 
permanent positions. 

Since they were the last hired, however, they were the first laid off 
when war production was cut back. On the other hand, some Negroes did 
obtain sufficient service to entitle them to some seniority protection. As 
a consequence, the widespread discrimination against Negroes which oc- 
curred after World War I was not repeated after World War II. 
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The extent to which seniority should be diluted by ability is a con- 
stant source of friction in some plants. In general, it may be said that 
managements which have attempted to retain superior men in layoffs 
have a greater chance of escaping union challenge if they do so only when 
the superiority is obvious. If, however, attempts are made to disregard 
seniority when the differences in ability between junior and senior men 
are not obvious, the union will probably press for a straight, undiluted 
seniority clause. 

Continued emphasis on selection of personnel by seniority dimin- 
ishes initiative and reduces opportunities for younger men. Industry and 
society need young men with new ideas and the courage to put them into 
effect. By overemphasizing seniority in industry, government, and in other 
walks of life, society retards the advancement of wealth and progress. 
Fortunately, in many industries seniority provisions relating to promo- 
tions are much more elastic than those relating to layoffs. In order to keep 
them so, management must improve its testing and training procedures, 
and it must not abuse the power to promote without regard to seniority. 

Despite the limitations of seniority in both layoffs and promotions, 
its widespread use is likely to continue. And the main reason for this fact 
is that men have not discovered sufficiently accurate objective testing 
methods or criteria for rating other men. When an employer states that 
because Jones is the more able he is laying off Smith instead of Jones, 
even though Smith has the higher seniority, that may be only the em- 
ployer’s opinion. Men who are equally fair-minded and capable may 
come to the opposite decision. Despite the ill effects of seniority, we have 
failed to develop an adequate substitute. 

Division of Work 

In a number of industries, division of work is either substituted en- 
tirely for the seniority principle or combined with it. The garment trades 
provide the outstanding example of the complete use of division of work 
as union layoff policy and the almost complete absence of the seniority 
principle. The reason is that the average worker in the garment trades 
is employed not by one company but by several during a given year. The 
industry is highly seasonal so that a worker who has 25 years’ experience 
in the labor market may be the last one employed by a shop which is no 
longer able to operate at full capacity. The seniority principle would 
work a hardship on the more experienced worker because he happened 
to be the last hired during this particular season. Hence, most contracts 
in the garment trades provide for complete division of work among all 
employees in the shop regardless of length of service. The one exception 
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is for probationary employees who are hired under closed-shop agree- 
ments which permit the employer to place new workers on 2 to 4 weeks’ 
probation during which the new employees may be discharged for any 
cause whatsoever. Usually the garment labor agreements provide for 
the laying off of probationary employees before the division of w^ork 
commences. 

Many unions and employers have found that a combination of di- 
vision of work and seniority is an equitable compromise. A typical agree- 
ment in industry today may provide for division of work within a 
department of a plant up to the point where the employees are working 
an average of 32 hours per week. Thereafter, employees are laid off on 
the basis of seniority so that the average hours in the shop or department 
are maintained at 32. This permits the maximum number of employees to 
work without converting division of work into a division of poverty. For 
if the average hours per week fall below 30, no employee will earn 
enough to support himself. 

Analysis of Division of Work 

The main advantage of equal division of work is that it preserves 
union solidarity, for all members of the union are treated equally, and 
cleavages, sucli as those which develop between senior and junior men 
under seniority provisions, are avoided. The main difficulty with equal 
division-of-work plans is: (l) that they are likely to be utilized to a 
point where no one seaires adequate compensation, and (2) they tend 
to be used to meet permanent declines in employment although they 
are essentially ill-suited for such use. 

Work sharing below 30 hours has the effect of reducing the incomes 
of the entire work force. It often puts everybody on a relief standard. In 
many instances it is preferable to set a limit below which work will not 
be divided and to institute temporary layoffs at that point. The practical 
difficulty is deciding which members shall be laid off. Seniority is usually 
the criterion used, but in industries such as the garment trades, it would 
not be workable. Despite the weaknesses of complete division of work 
which are well understood by many union leaders, it is often considered 
preferable to maintain the division at very low-employment levels rather 
than to stir up intraunion strife by suggestions that a portion of the 
workers be laid off so that at least some of the work force can earn a 
living. 

The other problem of division of work occurs when the layoff is not 
a short-term phenomenon resulting from a seasonal or cyclical decline 
in business but is the result of a permanent drop in business and/or em- 
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ployment resulting from secular factors or technological advancement. 
Here again the union is faced with a dilemma. If it enforces its work- 
sharing program, it becomes an agency for encouraging workers to re- 
main attached to the industry at low incomes — in other words, the union 
converts itself from an income-raising to an income-lowering instrument. 
This is precisely what happened in the New York City live poultry 
industry, the leather industry, and what apparently is happening in 
bituminous coal mining. 

On the other hand, if the union adopts a program of reducing the 
labor force attached to the industry, a cleavage is likely to develop 
within the union over who is to be severed. Here the best possibility for 
settlement appears to be a program of dismissal wages. 

Dismissal Wages 

In addition to seniority and division of work, recent years have seen 
a considerable increase in interest in dismissal wages. Dismissal com- 
pensation is fundamentally a device to mitigate losses resulting from 
permanent dismissal rather than temporary layoffs. It is utilized in in- 
stances in which employees are severed from the payroll as a result of 
plant abandonment or movement to another area, or as a result of a 
permanent decrease in the working force. In cases of permanent severance 
of employees who are near, but have not achieved, the retirement age, a 
dismissal wage may be used to make up earnings until the employee 
reaches the age when he is eligible for a pension. Because of the eco- 
nomic implications of dismissal wages as a means of controlling unem- 
ployment, it is discussed in Chapter 20, which deals with security measures 
against unemployment. 

A\AKE-WORK POLICIES 

The widespread insecurity of the worker in modern industry, which 
was tremendously accentuated by the experiences of the depression of the 
1930's, has led employees to ''make work” by adopting a variety of 
policies. These make-work or "featherbedding” arrangements often exist 
among unorganized as well as organized employees, but the entrance of 
a union can have the effect of formalizing and strengthening them. 

Restrictions on Output 

Restrictions on output, direct or indirect, are the most common 
make-work practice. Formal restrictions are not very common in industry, 
although reference to them sometimes occurs in union literature or even 
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in collective bargaining contracts. In most cases, the restriction is based 
on a tacit understanding of labor. Restrictions, both formal and informal, 
are more usual when wage payment is by the piece than when it is by the 
hour or day. The reason is that workers are afraid that a "world-beater" 
among them will earn so much that he will force the more average em- 
ployees either to quit or to work at an exhausting pace. The use of star 
performers as pacesetters has been common enough in industry to give 
credence to this fear. 

Restrictions on output and other forms of make-work policies are 
also the result of fear on the part of employees that they will work them- 
selves out of a job. Most employees believe that there is a given amount 
of work and that by stretching it out each employee will receive more. 
This notion is of course fallacious. If employees restrict production, the 
result is higher costs and higher prices, consumers buy less of the product, 
and in the end employment opportunities are diminished. In industries 
such as building construction, however, the individual worker may stretch 
out his immediate employment by slowing up on the job, even though 
the long-run effect of the slowdown may well be less work because of re- 
sultant high costs. 

Limits set on output are usually enforced by social pressure rather 
than by union rule. True, sometimes men have been fined for getting out 
too much work. More often, whether the plant is unionized or not, the 
speed of work deemed appropriate by the majority is enforced by their 
refusing to engage in social relationships with other workers who "speed 
up." The latter, finding themselves outcasts from the groups to which 
they belong, are likely to conform to the "social output" very quickly. 

Limits on output which are agreed to under incentive systems are 
often very reasonable when initiated but frequently become obsolete as 
machinery improves and worker efficiency rises. They are reasonable at 
their inception because the workers like the high earnings which often 
result from piecework. If, however, they become too obsolete so that 
earnings of a large group are affected adversely, a revolt of the rank 
and file may force them upward. Otherwise, if a union is in the picture, 
the result may be either loss of membership in the union or inability to 
organize nonunion shops because the lack of restrictions in the latter 
establishments can permit nonunion employee earnings to rise above 
union earnings. Since the national union leadership is likely to be more 
interested in organizing nonunion shops than is local union leadership, 
severe restrictions on output favored by locals are often vigorously 
opposed by national unions. 

Restrictions on output may be effected by indirect methods. Thus 
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instead of setting a quota, the same results may be achieved by retarding 
speed of performance. The International Longshoremen’s and Ware- 
housemen s Union regulates the size of the sling load which is used to 
load ships; the Painters’ Union has forbidden its members to use paint 
brushes larger than a specific width; and some building unions forbid 
the use of portable electric tools which one of the writers has found by 
personal experience to be not only considerably faster than hand tools 
but far more accurate as well. 

Restrictions on output may also be achieved by excessive safety or 
quality controls. When the New York bus drivers want to slow down, 
they observe all safety regulations. The result is to put buses an average 
of 30 minutes behind schedule on moderately long runs. The various 
building-trade unions have adopted a variety of rules on quality and 
safety performance which often go beyond the requirements of ap- 
propriate authorities or of fire insurance underwriters. The object is quite 
apparently *'make-work,” but in addition these regulations serve as a 
fertile source of graft for unscrupulous business agents of building-trade 
unions. Many instances have occurred in which the business agent will 
demand that the employer pay a fine or bribe so that construction work 
will not be interrupted by a strike called because of a ''rule” infraction. 

Unnecessary Work and Unnecessary Men 

Some of the most obvious featherbedding results from union re- 
quirements that unnecessary work be done, that work be done by time- 
consuming methods, or that unnecessary men be hired. The building, 
amusement, and railroad industries are characterized by a good deal of 
such union policies. For example, it is standard practice for the Plumber’s 
union to require that pipes be threaded on the job even though it is far 
more economical to do threading in the shop. Similar policies are fre- 
quently followed by the plasterers, electricians, and carpenters in the 
building trades, and by the stagehands in the amusement industry. And 
the International Typographical Union requires that when plates or 
papier-mache matrices are exchanged, as they frequently are, the matter 
be reset, read, and corrected within a stipulated period, and that proof 
be submitted to the union chairman in the office. 

The employment of unneeded personnel is most closely associated 
with the activities of James Caesar Petrillo, president of the American 
Federation of Musicians. The contracts of this organization have required 
the employment of musicians in radio stations, theaters, and elsewhere 
when no artistic commercial need existed. The New York building trades 
created an international scandal in 1939 when they forced foreign coun- 
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tries, who had brought their own labor to erect their exhibitions at the 
New York World’s Fair, to pay New York mechanics to stand by— even 
to the extent of requiring double time to the idle, unnecessary American 
workers who stood by when foreign craftsmen worked overtime. By re- 
fusing to permit workers to do jobs outside their narrowly defined duties, 
both railway and building unions require the employment of unnecessary’ 
personnel. And the Brotherhood of Locomotive Firemen and Enginemen 
has attempted with considerable success to force the employment of an 
extra man on diesel engines. 

Make-Work Legislation 

A number of laws have been passed at the prodding of special inter- 
est groups which are ostensibly in the interests of the consumer but 
actually go considerably beyond that. In this category are a number of 
building codes and railway "safety” legislation. The former frequently 
discriminate against prefabricated materials, even where such methods 
are equal to, or in many cases superior to, on-the-job construction. In ad- 
dition, particularly in plumbing and electrical work, building codes 
stipulate that certain jobs be done by licensed mechanics and include 
therein work which is obviously unskilled and can be performed with no 
danger by the average homeowner. These codes carry on the policy of 
many building unions of attempting to secure as much work as possible 
for their crafts, even though much of it is easily performed by unskilled 
or semiskilled labor. 

The railroad unions have expended much effort to secure "full 
crew” and train-length-limit legislation. The former requires a minimum 
crew on all trains, ostensibly in the interests of safety but quite clearly 
often resulting in the employment of unneeded personnel. The latter 
limits the number of cars which can be attached to a single train. In a 
series of court tests, a number of train-length laws have been declared 
unconstitutional. 

Comments on Make-Work 

Make-work rules are a wasteful method of dealing with the prob- 
lems of unemployment and insecurity since they add to the cost of pro- 
duction and, as a result, probably often curtail total employment. In 
many cases, make-work provisions so raise costs that wages are lower 
than they might otherwise be. An excessive use of make-work rules may 
seriously limit a union’s effectiveness, for it may cause internal dissension 
between those favoring limits and those favoring higher earnings. Also, 
as already noted, limits on work may permit nonunion earnings to ex- 
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ceed union ones and thus prevent a union from organizing nonunion 
workers who are not interested in decreased earnings. 

Make-work rules do not eliminate the intermittent employment 
which is found in the building and amusement industries where their use 
is common, nor have make-work rules halted the secular decline in rail- 
way employment. Actually, by attracting more labor to an industry than 
is needed, make-work rules aggravate these evils. 

Make-work policies present a difficult problem in terms of public 
policy. One method of attempted regulation is illustrated by the Taft- 
Hartley Act and a few similar state laws. Section Sb (6) of the Taft- 
Hartley Act makes it an unfair labor practice for a union *‘to cause or 
attempt to cause an employer to pay or deliver or agree to pay or deliver 
any money or other thing of value in the nature of an exaction, for serv- 
ices which are not performed or not to be performed.'' This clause was 
sometimes referred to as the ''antifeatherbedding" provision, but actually 
its scope has been construed by the courts and the National Labor Rela- 
tions Board to be much more limited than the practice of make-work 
rules which is ordinarily encompassed within the term "featherbedding." 
Although make-work rules are wasteful and costly to the public, it is 
doubtful whether they can be dealt with effectively by legislation. What 
agency, for example, is to pass judgment on how fast a man should 
work, or how many men should be required to operate a given machine, 
or at exactly what point a job requires a skilled craftsman and at what 
point little skill is necessary.? 

To be sure, extreme cases are easy to detect. Legislation, however, 
would have to leave extraordinary discretion to a government bureau. 
To do its job, that bureau would be compelled to pass judgment on a 
variety of labor relations matters and would thus end up regulating 
industrial relations to a degree which neither labor, business, nor the 
public would find desirable. 

There is another aspect to make- work rules and public policy which 
cannot be ignored. That is, restriction of output on the part of labor 
organizations is only one type of such restriction in the economy. Many 
businessmen restrict output in order to keep prices high. Numerous 
professional societies have urged enactment of legislation which would 
permit only licensed personnel to pursue a profession, but the definition 
of the profession often goes beyond the need for professional compe- 
tence. In New Jersey, the State Bar Association attempted unsuccessfully 
to have the negotiation of labor management contracts declared the prac- 
tice of law. If the attempt had succeeded, nonmembers of the state bar 
would have been unable to compete with lawyers for the right to aid 
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labor and management unless no compensation was accepted. Farmers 
continually restrict production, plow under crops, and let fruit rot on the 
trees in order to bolster prices. Should labor restrictions be regulated and 
others left alone Equality of treatment under the law would seem to 
require that all groups be equally affected or unaffected by legislation. 

TECHNOLOGICAL CHANGE 

The introduction of new machinery or methods may be beneficial to 
union members by easing the physical strains or improving the safety of 
the job or by bringing in more work and hence increasing employment. 
In some cases, unions have agitated for technological improvements. 
Thus the Brotherhood of Locomotive Firemen and Enginemen went to 
the Interstate Commerce Commission in order to force railroads to adopt 
the automatic stoker for coal-burning engines. Light, faster trucks have 
created more jobs for truck drivers, and larger, faster airplanes have made 
more jobs for pilots. There are many other such examples. 

On the other hand, many technological developments affect workers 
adversely, at least immediately. They make the job more hazardous or 
more difficult, or they may reduce employment in particular plants. For 
example, paint spraying can cause lead poisoning; the substitution of the 
one-man streetcar for two-man operation certainly makes the job of the 
operator more difficult; and the introduction of the continuous strip mill 
resulted in the abandonment of many hand-rolled steel mills. 

Obsfrucfion 

The adverse effects of technological change have led a number of 
unions at various times to oppose actively shifts in methods of produc- 
tion. Opposition to technological change take several forms. The most 
common is refusal to work with new machines. Workers can also reduce 
output, demand prohibitive pay, or even ask legislation in their fights 
against change. 

Few industrial unions adopt obstruction policies, although occasion- 
ally some of their locals may do so. The reason is that the average tech- 
nological development does not affect all members of an industrial union, 
and therefore it cannot go all out for the interests of a minority of its 
members. On the other hand, all members of a craft union are likely to 
be directly affected by an alteration in the methods of production. 

In some cases, obstruction has been quite successful. This is particu- 
larly true in the building trades. Thus the plumbers have prevented the 
use of pipe-threading machines; the carpenters still use handsaws and 
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drills instead of portable power equipment; the painters have kept the 
paint spray off most union jobs; and nearly all the building-trades unions 
have restricted the amount of work which can be prefabricated or milled 
in the shop where heavy machinery can be utilized. 

The success of the building-trades unions in opposing technological 
development is attributable to several factors unique to that industry. 

One reason is that most of the changes opposed by these unions affect only 
a small part of the work done by the skilled craftsmen. The employer needs these 
men for other parts of the work. A second reason is that no single restriction 
imposed by these unions on labor-saving methods greatly increases the total labor 
cost of building. The percentage increase in the cost of performing the particular 
operation may be large, but if the operation is only a small part of the work, the 
effect upon total cost is small. This means that employers cannot afford to incur 
large expenses in order to prevent the restriction. Unfortunately, in the course of 
time a number of restrictions, each insisted upon and accepted because it was not 
important, may make an appreciable difference in cost. A third reason why building 
trades unions have been successful in their opposition to labor-saving methods is 
the fact that the areas of competition are so small that the unions are able to impose 
restrictions upon all employers in the area. Hence the competition of non-union 
employees does not compel the unions to give up their prohibitions upon labor- 
saving methods.'^ 

In most other industries, however, opposition to technological 
change has been unsuccessful. Usually, the union finds that it must adapt 
itself to the change if it is to survive. The failure to do so is likely to 
encourage the rise of nonunion plants which use the newer methods. If 
the latter are really superior, the nonunion plants will be able to produce 
at less cost and thus take business away from, and reduce employment in, 
the union plants. At this point the union may be forced to choose between 
its continued existence and its opposition policy. 

When a crisis is reached in a union over whether a policy of oppo- 
sition should be abandoned, a divergency of interests may develop be- 
tween the rank and file and the national union leadership. The former 
are primarily concerned with extending their skills and working life; the 
latter with preserving the union. The rank and file may believe that a 
continuation of a policy of opposition may prevent the use of techniques 
long enough to be worth while, but the net result may be the destruction 
of the union. The members of the National Window Glass Workers’ 
Union voted to continue a strong policy of obstruction which led to the 
organization’s demise in 1928; and the members of the Cigarmakers’ In- 
ternational Union of America almost killed off their organization by re- 
Ibid., p. 214. 
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peatedly refusing to accept their officers’ recommendation that they work 
on newly developed machines and admit workers who were already em- 
ployed on these operations.^ In the same manner, a number of local unions 
have continued obstructionist policies, although the national imion has 
opposed them. 

Worker opposition to technological cliange dates back at least to the 
Industrial Revolution, when the textile workers of Lancashire smashed 
newly installed machines. "The appearance of something new, whether 
in the form of a new labor-saving device, a new incentive system, a new 
kind of supervision, or a new process, seems to sound an alert among men 
at work; they mount guard, as it were, suspicious in advance that the 
change bodes them no good. The problem that emerges becomes particu- 
larly baffling when time and time again it appears immaterial whether 
an innovation affects the workers adversely or not. Indeed, even when 
it promises them substantial benefit, they still may pull and haul and 
balk.”" 

Union policies of obstruction are basically reflections of workers’ 
fears that changes will affect them adversely. The union acts to solidify 
the obstruction or to fight it, but not to create it. Moreover, in many in- 
stances, union obstruction has served a good purpose. Opposition of the 
streetcar motormen to the one-man car led to the invention of the safety- 
door brake; and the granite cutters performed a public service by restrict- 
ing the use of the hand surfacer, "an extreme health hazard.”^" 

Perhaps, even more important than forcing improvements in ma- 
chines, union obstruction policies have compelled industry to consider 
human costs in introducing new methods. Abandoning a plant or elimi- 
nating a skill causes tremendous hardship to those affected. By slowing 
the process, or forcing management to make concessions, union obstruc- 
tion to technological change has reduced the number of employees ren- 
dered temporarily useless by progress. 

On the other hand, there are cases, particularly in the building 
trades, where union obstruction policies have increased consumer costs 
without apparent benefit to the community. 

Competition 

If a union finds that a policy of obstruction is failing (usually be- 
cause nonunion shops are utilizing the new technique and causing un- 

pp. 216-22. 

® B. M. Selekman, Labor Relations and Human Relations (New York: McGraw-Hiil 
Book Co., Inc., 1947), p. 111. 

Slichter, op. cit., p. 208. 
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employment in the union shops) , it may attempt to compete with the new 
method. This takes the form of wage or working rule concessions to em- 
ployers who retain the old techniques, or in rare instances, of the forma- 
tion of co-operatives by displaced employees who seek to maintain old 
methods of operation. 

Essentially the policy of competition is a short-run device adopted 
for the purpose of slowing the advancement of new techniques and pre- 
serving the working lives of employees who would otherwise be dis- 
placed. If the new technique is sufficiently superior, wage and working 
rule concessions are not likely to halt its introduction. Nor can co-opera- 
tive plants producing by less efficient methods hope to compete perma- 
nently with more modern plants. 

A policy of competition, nevertheless, is not without social benefit. 
By providing temporary employment for workers who might otherwise 
be unemployed, it mitigates the hardships of change. Moreover, as in the 
case of obstruction policies, competition forces improvement in new ma- 
chines, which are often crude when first introduced, and therefore a policy 
of competition can result in the reduction of costs and of prices. 

Control 

In most cases, opposition to technological advancement and union 
attempts to compete with new techniques are temporary measures. Sooner 
or later the union members must decide whether they want the union to 
survive. If they do, they must work out an agreement with management 
which permits use of the new invention. In short, the union must adopt 
a policy which gives it some control over working conditions which de- 
velop under the new technique. 

The policy of control may take many forms. When linotype ma- 
chines were first introduced, the International Typographical Union suc- 
cessfully insisted that compositors be trained to operate the new machines. 
In the steel industry, the union has insisted that some of the benefits of 
machinery go directly to the workers. This has been used as a talking 
point in wage negotiations and also to implement union arguments that 
men laid off as a result of new techniques should be given the first oppor- 
tunity for new job openings. In other cases, unions have negotiated dis- 
missal compensation for men laid off. This tends to lessen rank-and-file 
opposition to a policy of control. A final method of control is for the union 
to negotiate high wage rates which slow down the introduction of the 
new technique with the result that the effect on the working force is 
lessened. 

The willingness of a union to adopt a policy of control depends on 
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peatedly refusing to accept their officers^ recommendation that they work 
on newly developed machines and admit workers who were already em- 
ployed on these operations.^ In the same manner, a number of local unions 
have continued obstructionist policies, although the national union has 
opposed them. 

Worker opposition to technological change dates back at least to the 
Industrial Revolution, when the textile workers of Lancashire smashed 
newly installed machines. "The appearance of something new, w^hether 
in the form of a new labor-saving device, a new incentive system, a new 
kind of supervision, or a new process, seems to sound an alert among men 
at work; they mount guard, as it were, suspicious in advance that the 
change bodes them no good. The problem that emerges becomes particu- 
larly baffling when time and time again it appears immaterial whether 
an innovation affects the workers adversely or not. Indeed, even when 
it promises them substantial benefit, they still may pull and haul and 
balk.”® 

Union policies of obstruction are basically reflections of workers' 
fears that changes will affect them adversely. The union acts to solidify 
the obstruction or to fight it, but not to create it. Moreover, in many in- 
stances, union obstruction has served a good purpose. Opposition of the 
streetcar motormen to the one-man car led to the invention of the safety- 
door brake; and the granite cutters performed a public service by restrict- 
ing the use of the hand surfacer, "an extreme health hazard.”^® 

Perhaps, even more important than forcing improvements in ma- 
chines, union obstruction policies have compelled industry to consider 
human costs in introducing new methods. Abandoning a plant or elimi- 
nating a skill causes tremendous hardship to those affected. By slowing 
the process, or forcing management to make concessions, union obstruc- 
tion to technological change has reduced the number of employees ren- 
dered temporarily useless by progress. 

On the other hand, there are cases, particularly in the building 
trades, where union obstruction policies have increased consumer costs 
without apparent benefit to the community. 

Competition 

If a union finds that a policy of obstruction is failing (usually be- 
cause nonunion shops are utilizing the new technique and causing un- 

^Ihid., pp. 216-22. 

® B. M. Selekman, Labor Relations and Human Relations (New York: McGraw-Hill 
Book Co., Inc., 1947), p. 111. 

Slichter, op. cit., p. 208. 
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employment in the union shops) , it may attempt to compete with the new 
method. This takes the form of wage or working rule concessions to em- 
ployers who retain the old techniques, or in rare instances, of the forma- 
tion of co-operatives by displaced employees who seek to maintain old 
methods of operation. 

Essentially the policy of competition is a short-run device adopted 
for the purpose of slowing the advancement of new techniques and pre- 
serving the working lives of employees who would otherwise be dis- 
placed. If the new technique is sufficiently superior, wage and working 
rule concessions are not likely to halt its introduction. Nor can co-opera- 
tive plants producing by less efficient methods hope to compete perma- 
nently with more modern plants. 

A policy of competition, nevertheless, is not without social benefit. 
By providing temporary employment for workers who might otherwise 
be unemployed, it mitigates the hardships of change. Moreover, as in the 
case of obstruction policies, competition forces improvement in new ma- 
chines, which are often crude when first introduced, and therefore a policy 
of competition can result in the reduction of costs and of prices. 

Control 

In most cases, opposition to technological advancement and union 
attempts to compete with new techniques are temporary measures. Sooner 
or later the union members must decide whether they want the union to 
survive. If they do, they must work out an agreement with management 
which permits use of the new invention. In short, the union must adopt 
a policy which gives it some control over working conditions which de- 
velop under the new technique. 

The policy of control may take many forms. When linotype ma- 
chines were first introduced, the International Typographical Union suc- 
cessfully insisted that compositors be trained to operate the new machines. 
In the steel industry, the union has insisted that some of the benefits of 
machinery go directly to the workers. This has been used as a talking 
point in wage negotiations and also to implement union arguments that 
men laid off as a result of new techniques should be given the first oppor- 
tunity for new job openings. In other cases, unions have negotiated dis- 
missal compensation for men laid off. This tends to lessen rank-and-file 
opposition to a policy of control. A final method of control is for the union 
to negotiate high wage rates which slow down the introduction of the 
new technique with the result that the effect on the working force is 
lessened. 

The willingness of a union to adopt a policy of control depends on 
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peatedly refusing to accept their officers’ recommendation that they work 
on newly developed machines and admit workers who were already em- 
ployed on these operations.® In the same manner, a number of local unions 
have continued obstructionist policies, although the national imion has 
opposed them. 

Worker opposition to technological change dates back at least to the 
Industrial Revolution, when the textile workers of Lancashire smashed 
newly installed machines. “The appearance of something new, whether 
in the form of a new labor-saving device, a new incentive system, a new 
kind of supervision, or a new process, seems to sound an alert among men 
at work; they mount guard, as it were, suspicious in advance that the 
change bodes them no good. The problem that emerges becomes particu- 
larly baffling when time and time again it appears immaterial whether 
an innovation affects the workers adversely or not. Indeed, even when 
it promises them substantial benefit, they still may pull and haul and 
balk.”® 

Union policies of obstruction are basically reflections of workers’ 
fears that changes will affect them adversely. The union acts to solidify 
the obstruction or to fight it, but not to create it. Moreover, in many in- 
stances, union obstruction has served a good purpose. Opposition of the 
streetcar motormen to the one-man car led to the invention of the safety- 
door brake; and the granite cutters performed a public service by restrict- 
ing the use of the hand surfacer, “an extreme health hazard.”^® 

Perhaps, even more important than forcing improvements in ma- 
chines, union obstruction policies have compelled industry to consider 
human costs in introducing new methods. Abandoning a plant or elimi- 
nating a skill causes tremendous hardship to those affected. By slowing 
the process, or forcing management to make concessions, union obstruc- 
tion to technological change has reduced the number of employees ren- 
dered temporarily useless by progress. 

On the other hand, there are cases, particularly in the building 
trades, where union obstruction policies have increased consumer costs 
without apparent benefit to the community. 

Competition 

If a union finds that a policy of obstruction is failing (usually be- 
cause nonunion shops are utilizing the new technique and causing un- 

^Ibid., pp. 21(5-22. 

» B. M. Selekman, Labor Relations and Human Relations (New York: McGraw-Hill 
Book Co., Inc., 1947), p. 111. 

Slichter, op. cit., p. 208. 
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employment in the union shops) , it may attempt to compete with the new 
method. This takes the form of wage or working rule concessions to em- 
ployers who retain the old techniques, or in rare instances, of the forma- 
tion of co-operatives by displaced employees who seek to maintain old 
methods of operation. 

Essentially the policy of competition is a short-run device adopted 
for the purpose of slowing the advancement of new techniques and pre- 
serving the working lives of employees who would otherwise be dis- 
placed. If the new technique is sufficiently superior, wage and working 
rule concessions are not likely to halt its introduction. Nor can co-opera- 
tive plants producing by less efficient methods hope to compete perma- 
nently with more modern plants. 

A policy of competition, nevertheless, is not without social benefit. 
By providing temporary employment for workers who might otherwise 
be unemployed, it mitigates the hardships of change. Moreover, as in the 
case of obstruction policies, competition forces improvement in new ma- 
chines, which are often crude when first introduced, and therefore a policy 
of competition can result in the reduction of costs and of prices. 

Control 

In most cases, opposition to technological advancement and union 
attempts to compete with new techniques are temporary measures. Sooner 
or later the union members must decide whether they want the union to 
survive. If they do, they must work out an agreement with management 
which permits use of the new invention. In short, the union must adopt 
a policy which gives it some control over working conditions which de- 
velop under the new technique. 

The policy of control may take many forms. When linotype ma- 
chines were first introduced, the International Typographical Union suc- 
cessfully insisted that compositors be trained to operate the new machines. 
In the steel industry, the union has insisted that some of the benefits of 
machinery go directly to the workers. This has been used as a talking 
point in wage negotiations and also to implement union arguments that 
men laid off as a result of new techniques should be given the first oppor- 
tunity for new job openings. In other cases, unions have negotiated dis- 
missal compensation for men laid off. This tends to lessen rank-and-file 
opposition to a policy of control. A final method of control is for the union 
to negotiate high wage rates which slow down the introduction of the 
new technique with the result that the effect on the working force is 
lessened. 

The willingness of a union to adopt a policy of control depends on 
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a variety of factors. Industrial unions are more likely to favor control 
policies than are craft unions because a new technique often helps one 
part of the industrial union membership even though it hurts another 
part. Moreover, craft unions may be unwilling or unable to organize em- 
ployees operating the new machines, or their members may be unwilling 
to learn new techniques or to work on new machines. We already noted 
that refusal to operate the new machines, or to admit the workers that 
did, led to the dissolution of the Window Glass Workers’ Union and the 
near collapse of the Cigarmakers’ International Union of America. 

Of special importance also is the existing state of product competi- 
tion. The granite cutters accepted saws and surfacing machines, if oper- 
ated by union members, as an aid in competing with the softer stone 
market. The street railwaymen, after some obstruction, adopted the con- 
trol technique for the one-man car and the bus in order to meet private 
automobile competition. Pottery workers have accepted various machines 
as aids against foreign and glassware competition; and the list could be 
extended. 

The competition of nonunion plants has been very important. The 
American Federation of Hosiery Workers have not only accepted but have 
actually promoted the introduction of new machinery because of the non- 
union competition in the South. The Textile Workers’ Union have a simi- 
lar problem in the nonunion cotton mills and also have pursued a policy 
of control. 

The vast number of technological improvements which have been 
introduced and their initial ill effect on workers raise the question of why 
more unions did not adopt policies of obstruction rather than of control. 
The main reason appears to be that most inventions are introduced in 
times of prosperity and full employment and indeed contribute to the 
prosperity, as will be fully explained in Chapter 12. In such times, re- 
employment of displaced men is more easily effected, and opposition to 
new techniques is consequently lessened. 

Automation 

Technological development since World War II has moved along 
three basic lines which are sufficiently different to merit separate dis- 
cussion. These developments, termed ''automation,” can be divided into 
three fundamental groups 

G. B. Baldwin and G. P. Shultz. "Automation: A New Dimension to Old Prob- 
lems,” Proceedings (Industrial Relations Research Association, 1954), pp. 114-28. 
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1. The integration of conventionally separate manufacturing operations into 
lines of continuous production untouched by human hands by means of 
mechanical engineering techniques. 

2. The use of ' 'feedback” control devices or servomechanisms which permit 
individual operations to be performed, tested and/or inspected, and con- 
trolled without human control by means of electrical engineering or elec- 
tronic techniques. 

3. The development of computing machines which can record and store in- 
formation and perform complex mathematical operations on such infor- 
mation largely by means of electrical engineering developments. 


The effect of automation on labor utilization has been, and is po- 
tentially even more, spectacular. Labor displacement can be severe. On 
the other hand, the demand for men skilled in advanced technologies has 
already sharply increased. Undoubtedly other changes are in store. 

This has led unions to increase their pressure for shorter hours.^^ 
Many union spokesmen have voiced fear of technological displacement. 
The actual union reaction, however, in concrete terms has been mainly to 
continue pressure for higher wages. 

Modern automation has occurred since World War II, a period of 
high employment. Nearly all labor displacement has been readily ab- 
sorbed in the expanding economy. Labor's attitude toward automation 
will, of course, be influenced in part by the extent to which we can main- 
tain an expanding economy and full employment in the future. On the 
whole, however, it seems unlikely that union attitudes toward automation 
will differ from union policies adopted with respect to important tech- 
nological developments in the past. It is significant to note that one of the 
major fields for application of automation and one in which the displace- 
ment of labor is likely to be greatest is the office where nonunion female 
clerical workers predominate. 


QUESTIONS FOR DISCUSSION 

1. What is meant by closed shop, union shop, maintenance of membership, and 
open shop ? Discuss the relative advantages and disadvantages of each from the 
point of view of employer, employee, and union official. 

2. Discuss the various ways in which unions control entrance into a trade. What are 
the circumstances which give rise to such restrictive policies ? 

3. Discuss the relative merits and disadvantages of seniority provisions. Under 
what circumstances is seniority preferable to equal division of work? 

12 See Chapter 18. 
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SUGGESTIONS FOR FURTHER READING 

'’Automation, Productivity and Industrial Relations,’’ Annual Proceedmgs, pp. 
114-51. Industrial Relations Research Association, 1954. 

Analysis by five authorities of practical and human problems in automat- 
ing office and factory. 

Slighter, S. H. Union Policies and Industrial Management^ chaps, ii-ix, pp. 9- 
279. Washington, D.C.: Brookings Institution, 1941. 

The standard work on the subject. 



chapter 

7 


MULTIUNIT BARGAINING, 
STRIKES, AND THE LABOR 
MONOPOLY ISSUE 


In this chapter we continue our discussion of collective 
bargaining practices, taking up three of the most controversial issues — 
multiunit bargaining (often called industry-wide bargaining), strikes, 
and the question of whether unions are monopolies. 

MUmUNlT BARGAINING 

Multiunit bargaining is simply a term used to denote a collective 
bargaining arrangement which covers more than one plant. Multiunit 
bargaining may take many forms. One such form occurs when a single 
management controls two or more plants which are organized by a single 
national union. Negotiations between the United Automobile Workers 
and the General Motors Corporation or between the United Steelworkers 
and the United States Steel Corporation are two of the best-known ex- 
amples of this type of bargaining. Both negotiations are between one 
management and one union, but they each establish basic wages and em- 
ployment conditions for many separate plants throughout the country. 
Moreover, the settlements reached in these bargaining conferences pro- 
vide the key wage bargains for the economy. 

A second type of multiunit collective bargaining — and the type 
around which most discussion has centered — involves bargaining between 
one or more national unions and a representative of two or more man- 
agements in a single industry. For discussion purposes, such bargaining 
is usually subdivided on a geographical basis into local, regional, and 
national types. Local multiunit bargaining is by far the most common. It 
occurs in service industries of many kinds, building construction, amuse- 
ments, retail stores, clothing, and many other industries in which the 
competitive market is predominately local. 

Among the industries in which regional multiunit bargaining is 
common are pulp and paper, lumber, nonf errous metal mining, maritime 
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and longshore work, over-the-road trucking, textiles, and shipbuilding. 

The third geographic subdivision of multiunit bargaining between 
one or more trade-unions and two or more employers is national collective 
bargaining. Such bargaining is frequently termed "industry-wide bar- 
gaining, but the latter term is inaccurate in most cases. For example, the 
national agreement between the Stove Manufacturers Protective and De- 
velopment Association and the International Holders and Foundry 
Workers’ Union now covers less than 20 per cent of the stove industry. 
Even the widely known United Mine Workers’ bituminous coal industry 
negotiations or the bargaining in the railroad industry, each of which is 
national in scope and very inclusive, are not actually completely industry- 
wide. 

National collective bargaining is, itself, divisible into two groups. 
In the first type, a sizable segment of an industry throughout the country 
bargains with a national union or unions. The gradual extension prior to 
World War I of bituminous coal bargaining from local areas to districts 
and hence to region-wide agreements, climaxed by the "central competi- 
tive field’’ agreements covering mainly Pennsylvania, Ohio, Indiana, and 
Illinois, the disintegration of this system in the 1920’s because the union- 
ized mines could not compete with the nonunion southern mines, and 
finally the rise of national bargaining after 1934 affords the most vivid 
and well-known example of this development. 

Railroad history provides another example. Single railway system 
bargaining developed, under the impetus of union "concerted move- 
ments,” into regional conferences; then, during World War I, when 
the federal government took over the railroads, national bargaining was 
adopted. It relapsed into regional bargaining in the early 1920’s, but na- 
tional bargaining was again revived by the railroads in 1931 for the pur- 
pose of securing nation-wide decreases. Since then, national bargaining 
has continued. 

The railroad and bituminous coal situations have one significant 
difference which derives from the structure of their respective unions. 
Bituminous coal deals with one industrial union. Its negotiations settle 
matters for all employees at one time. Railroads deal with twenty-odd 
craft unions. On most occasions the railroad unions have split into two, 
three, or four groups. National conferences are held with each group by 
the carriers. A settlement with one group must be made with the demands 
of the others in mind, thus greatly complicating bargaining. 

Quite different from either the bituminous coal or railroad situa- 
tions, where most workers in an industry are involved in the national 
bargaining, is the second type of national multiunit bargaining. Instances 
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of this are found in the wire weaving, tile laying, sprinkler installation, 
elevator installation and repair, and wallpaper crafts. Here only one craft 
of workers in an industry is involved, but the bargaining is nevertheless 
national in scope. A small, well-organized craft, desirous of maintaining 
its standards throughout the country, and an important industry segment 
providing nationally used products and/or services participate in these 
multiunit bargaining arrangements. 

The final type of multiunit collective bargaining cuts across indus- 
try lines. In such cases, bargaining occurs between an employer associa- 
tion, or division thereof, representing numerous industries and the union 
or unions holding bargaining rights for the workers in these industries. 
Bargaining of this type has developed most fully in the San Francisco 
metropolitan area and has spread to several other western cities and to 
the Territory of Hawaii. In San Francisco, the aggressiveness and scarcity 
of labor led employers to organize and bargain on an industry-wide basis 
as early as the "'Gold Rush’' days, but modern master agreements date 
from the union drives of 1934. Then the use of "'whipsaw” tactics by 
unions — picking off employers one at a time in order to raise wages — led 
to the formation of the San Francisco Employers Council in 1938. Today 
the council supervises all negotiations for its members. 

The Hawaiian development is modeled to a large extent on the 
San Francisco experience. The facts that the most important union in 
Hawaii is the left-wing International Longshoremen’s and Warehouse- 
men’s Union with which the San Francisco council deals and that indus- 
try on Hawaii is dominated by five major concerns have both influenced 
the growth of territorial bargaining in Hawaii. 

The Extent of Multiunit Collective Bargaining 

Table 13 summarizes the findings of a survey as to the extent of 
multiunit collective bargaining. Because of the variations within indus- 
tries, it has been necessary to include some industries under more than 
one heading. 

In the left-hand column titled "single company” are listed industries 
in which exist significant numbers of companies having several plants 
which deal on a company-wide basis with unions. These industries are 
mostly the so-called "heavy” or "basic” industries, characterized by large 
investments, mass production, and a small number of large multiplant 
companies. 

The three center columns are devoted to multicompany, multiunit 
bargaining. It will be noted that in only a few industries does national 
collective bargaining exist. 
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TABLE 13 

Extent of Multiunit Collective Bargaining 

Multicompanv 

Single Company Multi-Indlstrv 

National Regional Local Area 

Automobile Anthracite Fishing Building construction San Francisco 

Iron and steel coal Canning and pre- Building materials Tacoma 

(basic) Bituminous seizing foods Longshoremen Reno 

Electrical supplies coal Lumber Trucking (local Sacramento 

and equipment Railroads Pulp and paper delivery) Los Angeles 

Farm equipment Pottery Agricultural grow- Warehousing Phoenix 

Office equipment Flat glass ing and har- Amusements and Denver 

Rubber Pressed and vesting theaters Hawaii 

Meat packing blown Clay sewer pipe Hotels and 

Rayon textiles glass Cement restaurants 

Shipbuildmg Glass con- Maritime (all Laundries 

Woolen textiles tainers classes) Cleaning and dyeing 

Nonferrous metal Wire weav- Seamen service 

manufacturing ing Longshoremen Building service 

Tobacco Wallpaper Trucking (over Retail stores 

(cigarettes) Tile laying the road) Department stores 

Sprinkler Nonferrous metal Charitable organ- 

fitter in- mining izations 

stallation Nonferrous metal Radio parts assembly 

Elevator in- and product Metal job shops 
stallation manufacturing Machine j 

and repair (except jewelry Tool and die 

Men’s and and silverwai e) Pattern 

boys’ Furniture Foundry 

clothes Motion-pictui'e Steel products 

Work clothes production (non-basic) 

Stoves Hosiery Jewelry and 

Cotton textiles silverware 

Woolen textiles Newspaper printing j 

Dyeing and fin- Book and job printinL 

ishing textiles Women’s clothes 

Shipbuilding Millinery 

Cotton garments Fur 

Leather (tanned, Leather products 

curried, and and gloves 

finished) Shoes 

Shoes Confectionery 

products 
Meat packing 
Dairy products 
Baked goods 
Malt liquors 
Beverages (non- 
alcoholic) 

Tobacco (cigars) 

Furniture 
Knit goods 
Silk and rayon 
textiles 

Paper products 
(boxes, etc.) 

Garage main- 

— tenance men 



BARGAINING, STRIKES, AND LABOR MONOPOLY • 221 

Local multiunit bargaining embraces by far the greatest number of 
industries. Multi-industry bargaining, as in San Francisco, is confined to 
western areas and Hawaii. 

From this table, it is clear that multiunit bargaining in the United 
States embraces an enormous portion of American industry. 

Reason for Development of Multiunit Collective Bargaining 

The reasons for the development of the various types of multiunit 
collective bargaining vary from industry to industry. Sometimes the union 
is responsible for initiating such bargaining. In other cases the employers 
take the initiative. A poll by Executive’s Labor Letter covering 800 manu- 
facturing plants which subscribed to the Letter found that 58 per cent of 
negotiations leading to existing multiunit agreements were initiated at 
the request of unions, 34 per cent at the request of management, and 8 
per cent by mutual agreement.^ Since this survey did not include sam- 
plings of the building construction, service, or transportation industries, 
in all of which management initiative and preference have been strong 
factors in encouraging multiunit bargaining, it is likely that the propor- 
tion of multiunit agreements initiated by management and the proportion 
initiated by unions are not far apart. 

Equalizing wage costs has been an important reason why unions 
have supported multiunit collective bargaining in such industries as rail- 
roads, the needle trades, and bituminous coal. In the railroads, for exam- 
ple, the brotherhoods found that the individual railroads were using the 
competition of other lines as a reason for objecting to wage increases. 
They, therefore, initiated the so-called ''concerted movements'' by which 
they made identical demands on all the railroads in a region. Later this 
regional bargaining expanded to national bargaining, first during World 
War I when the government acted as the railroads' sole owner, and then 
later in 1931 when the railroads revived it in order to get wage reductions 
throughout the country. 

Likewise, in local trades and service industries Kerr and Fisher 
found that in San Francisco wage rates tend to be uniform when the in- 
dustry is covered by a master agreement and diverse when it is not.^ 

In the needle trades, wages are the most important cost factor. Both 
the imions and the employers discovered at an early time that unionism 
could not exist xmless it equalized wage costs. This resulted in market- 

1 Executive's Labor Letter, May 13, 1947, p. 3. 

2 Clark Kerr and Lloyd H. Fisher, "Multi-employer Bargaining — ^the San Francisco 
Experience,” in R. A. Lester and J. Shister (eds.), Insights into Labor Issues (New York: 
Macmillan Co., 1948). 
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wide bargaining in the various branches of the industry; since most mar- 
kets are local in scope, bargaining is local in scope. The exceptions are 
the men’s clothing industry which has expanded into a national bargain- 
ing situation, and the work clothes industries where the union label has 
induced various manufacturers throughout the country to enter negotia- 
tions with the United Garment Workers. 

The equalization of competition has played an important role in 
the development of multiunit collective bargaining in lumber, pulp and 
paper, pottery, and the various branches of the glass industry. In some 
of these industries initiation came from the employers’ side. In such in- 
dustries as electronic manufacturing, the metal jobbing shops of various 
types, book and job printing, as well as others, the pattern is similar to 
that in the garment trades. Wages are a significant if not the most sig- 
nificant cost item, the plant labor force is small, and the degree of compe- 
tition high. All these factors tend toward the development of multiunit 
collective bargaining once the workers become unionized. 

In industries in which an employee typically works for more than 
one employer, multiunit collective bargaining is virtually essential for 
both employer and union. These industries include the maritime trades, 
the building trades, and the needle trades. In such industries failure to 
equalize wages and working conditions would have the effect of permit- 
ting some employers to pay less wages to workers who also work for other 
employers paying higher wages. From the union point of view this is an 
intolerable situation, and it is equally so from the employer’s viewpoint. 
For example, in the building industry the low-wage employer would be 
able to outbid high-wage competitors and solely because the union al- 
lowed him a favorable rate. This would injure the union’s relations with 
the employees of the latter. Hence the only solution from the point of 
view of both employer and union is multiunit bargaining over the extent 
of the market. 

Another reason why both unions and employers prefer multiunit 
bargaining is that it eases contract enforcement. From the union point of 
view this is very important in such industries as building or trucking or 
in any others where the number of employees is small and the employees 
bear a very close personal relation to their employers. There is a tendency 
in such industries, particularly when work is slack, for the employer to 
ask, and often to receive, wage concessions from his workers and to keep 
the concessions secret from the union. This enables the employer to get 
more work at the expense of his competitors. It also, however, takes busi- 
ness from the more contract-conscious competitors and threatens the en- 
tire union wage structure. Under a multiunit arrangement such local deals 
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are more difficult, especially since most arrangements contain explicit pro- 
visions providing for severe penalties for any deals or kickbacks. 

In nearly every case in which multiunit collective bargaining has 
been tried, ease of negotiations has been a result, if not a factor, in 
bringing it about. Again, particularly in those industries like the building 
trades where there are scores of small employers, many craft unions, 
and, therefore, many contracts, the dismal prospect of spending the bulk 
of one s time negotiating is a powerful spur toward multiunit collective 
bargaining. 

Also in the case of small companies, particularly on the industry 
side, it has been found that multiunit collective bargaining affords a 
method by which more highly skilled personnel and greater aid can be 
brought to bear in collective bargaining. Small printing, metal jobbing, 
or garment plants do not have the funds to employ high-caliber industrial 
relations specialists. Through an association they can accomplish this and 
frequently form one for precisely that reason. 

One of the significant advantages wl^h unions secure from multi- 
protection against ^'raiding'’ from rivals. Kerr and 
Fisher thus describe the situation : ' 

The National Labor Relations Board is charged with the responsibility for 
determining the appropriate unit for bargaining purposes and this determines the 
universe within which the employees vote to select their agent. ... A history of 
bargaining with an employers’ association with authority to bind its members . . . 
is a virtual guarantee that the National Labor Relations Board will designate the 
multi-plant group as the appropriate unit. This is powerful protection against the 
incursion of a raiding competitor. When, as in a number of master agreements in 
the San Francisco area, the bargaining unit consists of in excess of one hundred 
plants, the task of organi2ation for the rival union is virtually insuperable. It re- 
quires simultaneous organizing effort over an area much broader than the ordinary 
trade union can manage in order to show a majority of the employees of all the 
plant units voting for new representation.^ 

Employers, as well as unions, favorably regard protection against 
rival unions afforded by multiunit bargaining. The advantage to employ- 
ers derives from the stability of relations and frequent moderation on 
the part of unions which feel sufficiently secure against rivals to display 
economic statesmanship. 

In the instances in which a highly skilled craft has bargained on 
a national or multiunit basis, such as the wallpaper craftsmen or wire 
weavers, the main impetus appears to derive from the desire of the union 
to maintain its high standards throughout the market. Because the total 

p, 39. 
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cost of the particular craft in comparison with the total wage bill in a 
given instance is likely to be small and because the unions in such in- 
stances have a monopoly of the labor supply, employers do not generally 
oppose such multiunit bargaining. Moreover employers sometimes even 
encourage it, because it assures them a supply of competent skilled labor. 

One of the most important reasons why employers have initiated or 
defended multiunit bargaining is the protection it gives them against loss 
from strikes. In industries such as transportation, building construction, 
amusements, services, or occasionally retail trade, a strike can result in a 
loss of business which is never regained because the company deals in 
a perishable good or service. If the union can pick off employers of such 
industries one at a time, employers are, more often than not, helpless to 
prevent the union from achieving even the most outrageous demands. On 
the other hand, by forming a common front the union power is blunted 
because a strike means a strike of the entire industry. This in turn results 
in a serious loss of employment to ail union members, and, perhaps even 
more important, no employer benefits from the loss of business of an 
employer who is struck. The logical development of such a situation has 
occurred in the West Coast maritime industry where strikes have been 
answered either by industry-v/ide lockouts or by the payment of benefits 
to struck concerns. Even the mass production industries are seriously con- 
sidering such a move. In 1956 and 1957, officials of the large automobile 
companies gave serious consideration to multiunit bargaining as a means 
of withstanding the demands of the Auto Workers' Union. 

In lumber, pulp and paper, and other operations where recruitment 
of labor is often a serious problem, multiunit bargaining stabilizes wages 
and prevents workers from bidding one employer against another. In such 
industries, employers often favor multiunit bargaining for this reason. 

Sometimes the development of multiunit bargaining is encouraged 
by top union officials for the reason that it is likely to increase their con- 
trol over union affairs or at the very least to enhance their position within 
the union. The wider the bargaining unit the more important that the 
bargaining be conducted by the national officials. Hence the tendency 
toward wider bargaining units is also a tendency toward greater national 
control in the unions. 

Occasionally multiunit bargaining results more or less by accident. 
Industries, for example, which have dealt for many years under multi- 
unit bargaining arrangements with the Teamsters’ Union tend also to 
conduct their relations with other employee groups on that basis. The 
bakery industry and the milk distribution industry are good examples. 

The accident of location is also important. Multiunit bargaining is 
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more common on the Pacific Coast than in any other area in the United 
States. The importance of the maritime and lumber industries and the 
historical shortage of labor in that area have probably been important 
factors. But the development of a city-wide multiunit system in San Fran- 
cisco has encouraged a similar development in other West Coast cities 
and in Hawaii, which probably would not have occurred had those cities 
not been so close to San Francisco. 

Mulfiunif Bargaining as a Problem 

The basic public interest in multiunit bargaining arises out of the 
effect of a work stoppage and of a wage increase. A strike, which shuts 
down either a whole industry or a major portion thereof, causes serious 
public inconvenience. A wage increase which is achieved by a large num- 
ber of workers under conditions which insure widespread publicity, such 
as when the Steelworkers’ Union bargains with United States Steel, can 
result in public dissatisfaction with the large multiunit strike, and with 
the wage bargain. Such settlements, particularly when effectuated by use 
of the strike weapon on a large scale, give rise to charges of union mo- 
nopoly, as discussed later in this chapter. 

STRIKES 

To many Americans, the strike epitomizes the union. Headlines are 
made in industrial disputes. They are the sensational aspects of union 
policies and managerial counterpolicies. Yet strikes are surprisingly few 
in comparison either to man-days worked or the number of collective 
agreements negotiated. (See Table 14.) For example, the average annual 
numbers of man-days lost in the United States because of strikes during 
1935-39 was 16,900,000, or 0,27 per cent of the total annual estimated 
working time. In 1946, the worst strike year in our history, total man- 
days lost were 116,000,000, or 1.43 per cent of the annual estimated 
working time.^ Almost every hour while these strikes occurred, a collec- 
tive agreement was peacefully negotiated by a union and a company. 
Professor Sumner Slichter estimates that in most years prior to World 
War II roughly four out of every five union contracts coming up for re- 
negotiation were settled without strike or walkout. In 1946 the propor- 
tion peaceably settled was about three out of every four.^ 

Although union membership almost quadrupled between 1919 and 

^ See strike data from U.S. Bureau of Labor Statistics. 

\ s S. H. Slichter, Challenge of Industrial Relations (Ithaca, N.Y.: Cornell Uni- 
versity Press, 1947), p. 124. 
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1946, the proportion of employed workers involved in work stoppages 
was lower after World War II than after World War I. At the same time, 
there has been a significant decline in the ratio of strikes to total union 
membership. This decline becomes apparent if we compare statistics for 
1919 and 1946, two of the worst strike years in our history. In 1919 the 
number of workers involved in strikes actually exceeded the number of 
union members, whereas in 1946 workers on strike numbered less than a 
third of total union membership. 


TABLE 14 

Strikes and Lockouts in the United States, Selected Years, 1917-56 


Year 

Number of 
Stoppages 

Number of 
Workers 
Involved 
(Thousands) 

Man-Days Idle 
(Million Days) 

Percentage of 
Working 

Time Lost 

1917 

4450 

1227 

(*) 

(♦) 

1919.... 

3630 

4160 

(*) 

(*) 

1921. ... 

2385 

1099 

(*) 

(*) 

1925 

1301 

428 

(*) 

(*) 

1929 

921 

289 

5.4 

0.07 

1933 . . 

1695 

1168 

16.9 

0.36 

1937 . . 

4740 

1860 

28.4 

0.43 

1941 . . 

4288 

2363 

23.0 

0.32 

1944 . . . 

4956 

2116 

8.7 

0.09 

1946 

4985 

4600 

116.0 

1.43 

1947 .... 

3693 

2170 

34.6 

0.41 

1950 

4843 

2410 

38.8 

0.44 

1952 

5117 

3540 

59.1 

0.57 

1956 .... 

3825 

1900 

! 33.1 

0.29 


*Data unavailable. 

Source • U.S. Bureau of Labor Staastics. 


In the last few years there has been a reduction in the number of 
strikes as well as in the amount of time lost by strikes. This is in part a 
reflection of the increasing use of long-term contracts with automatic 
wage adjustments during the term so that conflicts on wages and other 
issues can result in strikes only at intervals of from 2 to 5 years. The 
reduction of strikes may also reflect a disinclination on the part of man- 
agement to undergo a major interruption of production when higher 
wage costs can be passed along in higher prices as part of the general 
inflationary spiral. However, it is noteworthy that in earlier years strikes 
occurred more frequently in times of rising prices than in times of falling 
prices and business depression. A seasonal trend in strikes is also observ- 
able. Strikes most commonly occur between March and August when the 
majority of union contracts come up for renegotiation. Workers are un- 
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derstandably more willing to take an enforced layoff during the summer 
than during the winter. 

Despite their relative numerical unimportance, strikes have a vital 
effect on the economy. A strike in a key motor parts plant can and has 
shut down a large segment of the automobile industry which depends 
upon that plant to supply certain parts. A strike of a few tugboat opera- 
tors almost caused New York City to cease operating. These are matters 
of vital public concern and are discussed as such in Part VII. These prob- 
lems also raise the question of why strikes arise out of labor-management 
disputes. 

Classification of Work Stoppages 

Strikes may be classified in three general categories: (1) economic 
strikes concerning wages, hours, and working conditions; (2) strikes to 
eliminate unfair labor practices by employers; and (3) strikes involving 
conflicts between unions. 

The first category — the 'Tread-and-butter” type of strike — ^has con- 
sistently been the major type of strike in this country except during the 
period from 1934 to 1951 when the great upsurge of union organizing 
effort pushed to the forefront the second category of strikes. Wages are 
the most usual, but by no means the only, reason for economic strikes. In 
recent years, for example, there have been strikes over the following 
kinds of issues: 

Relocation of plant — ^Hatters Union vs. American Hat Co. 

Duration of contract — International Union of Electrical Workers vs. 

Westinghouse 

Funding of pension plan — ^United Automobile Workers vs. Chrysler 

Arbitration of all grievances — Communications Workers Association vs. 

Southern Bell Telephone Co. 

Elimination of craft — Flight Engineers vs. United Airlines 

Union security — United Steelworkers vs. steel industry® 

Strikes of the second category are intended to eliminate an unfair 
labor practice by an employer, such as refusal to bargain or discrimination 
for union activity. Organization strikes, which also fall in this category, 
have become relatively unimportant in recent years as a result of the high 
percentage of organization already achieved in industry, the consequent 
retardation in the rate of growth of unions, and the existence of peaceful 
methods of determination of a collective bargaining representative under 
state and federal law. 

6 Jack Baxbash, The Practice of Unionism (New York: Harper & Bros,, 1956) , p, 215. 
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The third class of strikes is a result of union rivalries over jobs and 
membership. It includes the jurisdictional strike which involves a con- 
test between unions as to which group of workers will perform a specified 
piece of work. It also includes the rival union organization strike in which 
rival unions seek to compel the employer to recognize the one rather than 
the other as the exclusive bargaining agent for certain or all of his em- 
ployees. In recent years leaders of organized labor have come to recognize 
that strikes of this third class can do great damage to labor in the eyes of 
the public. A number of unions have therefore taken steps to minimize 
stoppages which result from the outflaring of union rivalries. A board has 
been established in the construction industry to settle conflicting claims 
of jurisdiction among construction-trades unions and a number of con- 
stituent unions of AFL-CIO have signed a no-raiding pledge designed to 
lessen strikes resulting from attempts of one union to gain members at 
the expense of another established union. Neither of these efforts has 
been wholly successful. The Taft-Hartley Act, passed by Congress in 
1947 , forbids strikes aimed at compelling an employer to bargain with 
one union where another union has been certified by the National Labor 
Relations Board as the proper representative of the employees. Jurisdic- 
tional and rival union strikes will undoubtedly continue to inconvenience 
the public from time to time, but in terms of number of strikes they are 
relatively unimportant. Since 1942, jurisdictional and rival union strikes 
have aggregated less than 6 per cent of all strikes from labor-manage- 
ment disputes each year.’^ 

Strikes are usually classed in terms of union demands or objectives, 
but this does not mean that ail strikes are the "fault” of the unions. Some 
strikes probably can be more properly classed as management lockouts. 
Suppose, for example, that the steelworkers, through negotiations with 
the steel companies, have obtained wage increases of 15 cents an hour. 
The automobile workers now make similar demands on the automobile 
companies, and the management in that industry refuses to give more 
than 5 cents an hour. On these facts, such an attitude by employers would, 
in fact, amount to an invitation by management to the union to strike. 
Union leaders could hardly accept such a settlement and hope to retain 
the loyalty of the union membership. However, although management 
refusal to bargain prompted the strike, the actual decision to strike would 
be made by the union. Consequently, the strike would be classed as an 
economic walkout, even though it would be a truer description of the 
facts to call it a management lockout. 


Data from monthly reports of Bureau of Labor Statistics. 
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Noneconomic Factors in Strikes 

There have been a number of attempts to state a theory of industrial 
disputes in terms of pure economic calculation. The assumption is that 
pure economic calculation is utilized by the parties to determine whether 
a strike would be advisable. If the parties correctly determine each other’s 
propensity to resist and to concede at given wage rates and strike-length 
periods, then according to such analyses, they will come to an agreement 
without a strike at the precise point beyond which neither would concede 
farther without a strike. 

The main fault with this analysis is that it does not go far enough. 
The decision whether to strike for higher wages or to accept a peaceful 
settlement at a lower rate does, in fact, depend to a considerable extent 
on the parties’ estimates of the relative resistance or concessions which 
they can expect of the other. But, in addition, such a decision is also influ- 
enced by many noneconomic considerations which in some circumstances 
may make a strike for an additional cent an hour necessary, even though 
it is unsound on a purely economic basis. 

The union is not a pure economic unit; it is a body politic. Its first 
consideration must be its own survival. This basic fact overshadows and 
influences its strategy in industrial disputes. David Dubinsky, president 
of the International Ladies Garment Workers’ Union, has observed that 
a union in the formative stage may derive more benefit from a wage in- 
crease of 50 cents a day after a strike than it would from a wage increase 
of 1 dollar without a strike. The union leaders may need the rallying 
power of a strike to solidify the sentiment of the membership and to 
consolidate their own control. 

But even after a union has gained recognition and power, many 
strikes are called which do not make ** sense” from the economic point of 
view. Even a strong union must contend with internal factionalism and 
the threat of rival unions attracting membership. In such circumstances 
the decision of union leaders to strike may be made with an eye to what 
is best calculated to retain or acquire power in the face of rival leader- 
ship. Walter Reuther of the United Automobile Workers, faced with 
factionalism within his union, must always be on guard against possible 
attack that he is getting soft with employers or that the leaders of the 
Mine-Workers or Steelworkers are doing a better job for their member- 
ship. Describing the situation in the meat-packing industry at a time when 
three unions were battling for membership, one writer says: ”Any wage 
settlement is subjected to scorn and ridicule in the periodicals and pam- 
phlets of opposing unions; the advantages of the settlement are mini- 
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mized; the leaders are excoriated as piecards, Commies, or company 
stooges; the membership is commiserated for having been sold down the 
river.”® It is understandable why in such situations a union leader may 
frequently make the decision to strike even though in terms of dollars 
and cents he believes that the union could fare better through a negotiated 
settlement. 

Work stoppages may also result from noneconomic preferences of 
employers. The Republic Steel Corporation spent an estimated $12 mil- 
lion in a vain attempt to prevent the United Steelworkers from organiz- 
ing its plants. This money was sheer waste, as the United States Steel 
Corporation demonstrated by recognizing the union without a stoppage 
or the purchase of tear gas and machine guns or the loss of production, 
all of which gained Republic nothing. The willingness of employers to 
accept strikes rather than violate "principles” cannot be measured on an 
economic calculation chart. 

Whatever the cause of strikes, the computation of their costs in 
terms of lost wages or production is not simple. In some industries which 
produce a perishable or nonreproducible product or service — such as the 
amusement trades, passenger transportation, and newspaper publishing 
— business lost can rarely be regained, and therefore the cost of the strike 
will bear a close relationship to the revenues and wages lost during the 
duration of the walkout. On the other hand, in other industries, time lost 
by strikes may be made up during the year. Most coal strikes, for example, 
have not caused miners to lose more working time during an average year 
than they would otherwise lose from overcapacity in the industry. The 
average number of days worked per miner per year remains approxi- 
mately the same in heavy strike years as in years of labor peace. Although 
this is an extreme case, the situation is somewhat comparable in all indus- 
tries which produce a storable or postponable product, i.e., a product 
which if not produced and sold today can nonetheless be produced and 
sold tomorrow. 

This illustrates the point that the “real” cost of strikes is higher in 
times of full employment than in periods of less than full employment. 
For in the latter periods a strike may only determine when idleness, which 
would occur anyway, will take place. 

Strike Tactics 

Unions attempt to time a strike so that it will put the greatest pres- 
sure on the employer to settle. For this reason, union negotiators attempt 

® A. M. Ross, "The Trade Union as a Wage-Fixing Institution," American Economic 
Review, Vol. XXXVII (1947), p. 585. 
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to have the term of a collective bargaining agreement end in the em- 
ployer’s busiest season. Employers, of course, prefer to have contract ne- 
gotiations and any strike action fall in their slack season. 

Generally a strike is preceded by a formal strike vote adopted by 
the union membership at a meeting at which the last offer of the em- 
ployer is presented. Occasionally the membership does not go along with 
the union leadership and votes to return to work, but generally most 
union members support their leadership on a strike vote because they 
view the vote as a tactical move which psychologically strengthens the 
hand of their representatives in dealing with the employer. 

Strikes sometimes develop without any preliminary formal action. 
Such unpremeditated walkouts, usually called 'wildcat'’ or "quickie’' 
strikes, are generally of short duration and are a way in which workers 
let off steam as a result of tensions and grievances which build up in 
modern industry. In some situations, however, frequent "spontaneous” 
walkouts of a few hours’ duration may be part of a plan by the union 
leadership to gain concessions from management during the term of the 
contract without technically violating a no-strike pledge contained in the 
contract. 

The principal union weapon, once a strike has been called, is the 
picket line. This consists of one or more persons walking back and forth 
in front of a plant or business to call attention to the existence of a labor 
dispute. The purpose of the picket line is to make the union walkout 
effective by preventing employees from entering the struck establishment. 
During the thirties, when unions were battling antiunion employers for 
recognition, mass picketing was common and violence and bloodshed 
often resulted from attempts by strike breakers to cross the picket line. 
In this environment, where employers fought the walkout by attempting 
to bring in nonstriking workers or strikebreakers, the picket line was the 
embodiment of possible physical violence which might be inflicted on any 
employees who attempted to cross the line to help the employer resume 
production. Prior to the commencement of World War II, virtually no 
labor strike in the United States which lasted more than 2 weeks came to 
an end without some violence. Even during World War II, some strikes 
were characterized by battles on the picket line. 

The year 1946, however, marked a profound change in the attitude 
of American management toward the strike. In that year there were more 
strikes than in any previous year in American history, but with the excep- 
tion of a few local situations there was little or no violence or destruction 
of property. Employers responded to the strike call by padlocking their 
plants. Since they did not attempt to operate, there was no need to bring 
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in strikebreakers, and therefore the major source of violence and blood- 
shed was removed. The strike was thus transformed from a private battle- 
ground to a siege. The question now was simply who would last longer, 
the employer or the striking employees. 

Picketing is still a major union strike tactic, but today it can be 
done effectively by a handful of employees. It has become the symbolic 
expression of the strike. While the overtones of possible physical violence 
are less obvious than in the past, the picket line is extremely effective 
today because unions have been able to indoctrinate their members with 
the conviction that to cross a picket line is an offense so odious as to result 
in social ostracism. Since the Teamsters’ Union controls the bulk of de- 
liveries to and from business establishments, refusal by members of this 
union to cross picket lines is another reason most employers today simply 
shut down operations during a strike. 

Large powerful unions in the mass-production industries have dem- 
onstrated their ability to hold their members in line during long protracted 
strikes without defection. Examples are the 113-day strike at General Mo- 
tors during 1945-46, the 103-day strike at Chrysler in 1950 by the United 
Automobile Workers, and the 65-day strike in the steel industry by United 
Steelworkers. Most unions pay strike benefits, and the larger international 
unions are capable of building up tremendous strike funds. For example, 
in April, 1955, the United Automobile Workers increased regular local 
dues to $5 a month in order to raise a guaranteed annual wage strike fund 
of $25 million. Little wonder that in the face of such financial power, 
many employers are turning to the federal government to regulate "union 
monopoly.” 

UNIONS AND MONOPOLY POWER 

Are unions monopolies ? The growing strength of organized labor 
and the power of unions to paralyze large segments of our economy 
through strikes have led many writers and statesmen to ponder whether 
restrictive measures are not necessary in order to prevent unions from 
destroying or seriously impairing the free enterprise system in this coun- 
try. Persons dealing with this problem frequently justify their recom- 
mendation for action by labeling unions as monopolies. In some cases 
their concern is with the supposed harmful results of union bargaining 
power, in other cases with the power of unions, whether or not in fact 
exercised, to harm the general public. Some critics of unions assail the 
strike as the aspect of unionism most inimicable to the public welfare; 
others attack industry-wide bargaining or the power of exclusive represen- 
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tation-granted unions which are certified as bargaining agents under the 
National Labor Relations Act. One thing emerges clearly from the epithet 
hurling and name calling — there is a need for a re-examination of the 
whole question of whether or not unions are monopolies and, if so, 
whether or not unions wield monopoly power which is detrimental to 
the public welfare. 

Aspects of Union Monopoly Power 

There are certain ways in which it might be said that unions act like 
a monopoly: 

1. In economic theory, one test of a monopolist as contrasted with 
a pure competitor is the ability to fix prices. Unions and monopolists are 
alike since they both fix prices and both hope to sell as much of their 
respective '^products’* at the fixed price as they can. It is true that the 
union does not attempt to fix the price of labor with the same objectives 
in mind as those which motivate a monopolist in setting the price of his 
product. Presumably a monopolist fixes a price which will maximize his 
profit, and in determining this price, he takes account of the fact that the 
quantity of his product demanded will be less at a high price than at a 
lower price. Unions, however, are not profit-making organizations. They 
are not motivated in all cases by purely economic objectives. Unions do 
not consistently seek to obtain the highest wage possible nor the highest 
maximum income for their membership nor the wage consistent with the 
largest number of jobs for the membership. Often unions will strike for 
another cent or two above what employers have been willing to concede, 
even though it is apparent that the strike is bound to cost the membership 
money when the gains achieved are balanced by the losses sustained dur- 
ing the strike. Moreover, recent studies suggest that in fixing wage rates, 
except in situations of sharp nonunion competition, unions do not take 
account of the fact that the higher the wage rate the smaller may be the 
employment of union members. In other words, unions do not behave 
like the calculating monopolist of economic theory. 

However, strong unions do, within limits, have the power to fix the 
price of labor. It is in this "monopoly power" that some writers find the 
great threat to the continuance of the free enterprise system. Charles E. 
Lindblom, for example, in his influential book entitled Unions and Capi- 
talism writes: "The union is a monopoly because it can and does raise 
the price of labor to levels which will in a competitive price system in- 
evitably cause waste, unemployment, inflation, or all combined."^ Lind- 

® Charles E. Lindblom, Unions and Capitalism (New Haven: Yale University Press, 
1949), p. 22. 
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blom believes that the foundation of union monopoly power is the strike. 
A union is able to maintain a monopoly price for union labor even though 
there is competing labor available at a lower price. It does this, accord- 
ing to Lindblom, by coercing the employer into submitting to the union. 
"Union monopoly regulates the wage rate therefore not by sustained con- 
trol of supply but by control of the buyer who is the employer. The tech- 
nique is the strike.”^® 

Lindblom views the strike not as a refusal to work but as a punitive 
measure designed to force the employer to submit to the union. The union 
cannot afford merely to set an administered price and then let the em- 
ployer decide whether to take union laborers at the fixed price or to hire 
nonunion workers. The strike with its concomitant picket line is a means 
of shutting out the competition of nonunion workers. Lindblom concludes 
that by use of the strike weapon, unions can force up the price of labor 
so high as to seriously misallocate resources, restrict output in expanding 
industries, and threaten the economy with continuing inflation and un- 
employment.^^ 

2. A union is like a monopoly because once certified by the National 
Labor Relations Board (and unless decertified) a union has, by law, an 
area of operation in representing workers in the bargaining unit in which 
competition from other unions is prohibited. Under the Taft-Hartley 
Act, employees bargain through unions of their own choosing which the 
employer must recognize as the exclusive bargaining agent. A majority 
of persons voting in the election determine the bargaining agent for all 
of the workers in the bargaining unit. So long as a union remains the 
certified bargaining agent, it has the exclusive right to represent workers 
in their relations with the employer. When this power is combined with 
a union shop which requires new workers to join the union as a pre- 
requisite to holding their jobs, the xmion has in effect obtained a mo- 
nopoly over job opportunities with the particular employer. Nonunion 
workers or members of other unions cannot work for the employer. 

Many of the staunchest friends of labor — including the late Presi- 
dent Franklin D. Roosevelt — have publicly expressed doubts concerning 
the merits of such "compulsory unionism.” There is no doubt that the 
compulsory aspect of the union shop strengthens the power of union 
leaders and creates circumstances which may be used by labor bosses to 
enrich themselves at the expense of the rank-and-file employees. Justice 
Brandeis, certainly a friend of labor, felt that the ideal condition for 
strong unionism was to have an appreciable number of men outside the 

10 Ibid., p. 58. 

11 Whether unions cause inflation will be considered in Chapter 13. 
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union. As he put it, "Such a nucleus of unorgani 2 ed labor will check op- 
pression by the unions as the unions check oppression by the employer.”^^ 

3. A monopoly which controls the source of supply of a product 
essential to the public can cause the public serious inconvenience and 
harm by shutting off the supply of that product. Unions frequently are 
accused of exercising this type of monopoly power, particularly when a 
strike shuts down an entire industry. In recent years, there seems to have 
been a growing feeling in some circles that the basis for this type of union 
power lies in the practice of multiunit collective bargaining. In 1952, five 
strikes caused more than a million man-days of idleness. The largest 
strikes in terms of workers were those in basic steel and bituminous coal 
where bargaining is on a multiunit basis.^® To many people, the struggle 
between the United Steelworkers and the steel companies or between 
John L. Lewis’ Mine Workers and the coal industry seems like a battle 
between Goliaths from which the public is bound to emerge the loser. 

4. Monopoly in the public mind is frequently associated with great 
aggrandizements of financial and economic power. The power of large 
unions to paralyze economic activity through use of strikes is well known. 
Unions have also become great financial institutions. The Railroad Train- 
men, for example, have a membership of only 216,000 but have a net 
worth in the neighborhood of $50 million.^^ The United Mine Workers 
have a net worth of around $25 million. The Teamsters’ Union, with a 
membership of 1 million, has a net worth of over $20 million. It is ob- 
vious that when unions with such great financial resources bargain with 
an individual employer, the scales may be so tipped in favor of the union 
that the individual employer has little choice but to submit to the union 
demands. 

5. Under the antitrust laws of the United States, the test of mo- 
nopoly is the power to restrain interstate commerce. The actions of unions 
frequently have this effect. As a matter of fact, any large-scale strike 
is likely to halt the free flow of products in commerce among the sev- 
eral states. Furthermore, unions have frequently taken action deliberately 
aimed at restricting the flow of goods in interstate commerce. Thus, for 
example, prior to the AFL-CIO merger, a New York City local of the 
Electrical Workers’ Union affiliated with the American Federation of 
Labor refused to work on electrical goods shipped into New York City 
from points outside the city or state which had been manufactured or 

12 Quoted in Donald R. Richberg, Labor Union Monopoly (Chicago: Henry Regnery 
Co., 1957), p. 118. 

Monthly Labor Review, February, 1953, p. 119. 

14 These data include associated insurance and welfare funds. 
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assembled by members of the United Electrical Workers who were then 
affiliated with the CIO. Under present federal law, however, such action 
taken by unions without collusion with employers is not unlawful. The 
Clayton Antitrust Act specifically recognizes that labor is not a com- 
modity and that combinations among workers which have the effect of 
restricting interstate commerce are not violations of the antitrust laws of 
this country unless the unions also combine with employers in order to 
effectuate the boycott or other union objective. 

6. Unions have been able to destroy individual businesses and de- 
prive persons of their livelihood with immunity. In the famous case of 
Hunt V. Crumhach, 325 U.S. 821, a union refused to permit members to 
work for one partiailar employer and refused to permit his employees to 
join the union. As a result they completely destroyed his business in re- 
venge for his previous hostility. The majority of the United States Su- 
preme Court held that this was a legitimate exercise of the unrestricted 
right of concerted action with which labor organizations have been en- 
dowed by federal law. In a vigorous dissent. Justice Jackson pointed out 
that with this decision "'the labor movement has come full circle. . . . This 
Court now sustains the claim of a union to the right to deny participation 
in the economic world to an employer simply because the union dislikes 
him. This Court permits to employees the same arbitrary dominance over 
the economic sphere v/hich they control that labor so long, so bitterly, 
and so rightly asserted should belong to no man.’' 

In summary, then, the charges against unions are that they fix the 
price of labor through the use of coercion and force, that they have a 
monopoly of job opportunities, that they can shut down whole industries, 
that they have become financial giants by reason of their tax-exempt status 
and the use of the check-off of dues, and that they hold the power of life 
and death over thousands of individual businesses. Labor's answer is that 
despite the alleged power of unions, the average worker with a family 
still does not have sufficient take-home pay to maintain an adequate stand- 
ard of living, that the xinion shop is simply another application of the 
democratic principle of majority rule, that industry-wide bargaining is 
necessary to stabilize wage rates between competing employers, that the 
assets of unions are minute compared to the assets of the giant corpora- 
tions with which they must bargain, and that while some employers may 
get hurt by union actions, unions use their power to serve millions of 
workers, not a privileged few.^® 

"The Labor Monopoly Myth,” Labours Economic Review (AFL-CIO publication), 
February, 1956. 
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Attempts to Limit Union Monopoly Power 

Proposals to curb union monopoly power vary, depending upon 
the particular aspect of such power which the critic deems most repre- 
hensible. Some critics are convinced that union monopoly power can be 
broken only by removing the monopoly which unions have over jobs in 
companies for which they are the certified bargaining agent. The Taft- 
Hartley Act’s ban on a closed shop was a step in this direction, but some 
writers feel that there should be a ban on any form of compulsory mem- 
bership in unions under a labor contract, "thus restoring to employees a 
right they should never have been denied.”^® While there are pros and 
cons with respect to the union shop, the undisputed fact is that in elec- 
tions held under the Taft-Hartley Act to determine whether or not there 
should be a union shop in particular companies, workers voted for the 
union shop in approximately 90 per cent of the elections. The principles 
of exclusive representation and the union shop seem too firmly imbedded 
in our labor relations practice today to permit it to be removed without 
serious damage to the collective bargaining process. 

Similarly, proposals to ban industry-wide bargaining and to confine 
contracts to individual employers would disrupt long-standing relation- 
ships in many industries. Likewise they would make impossible bargain- 
ing through employer associations which many management spokesmen 
feel has done much to stabili2e labor-management relations. 

Attempts to apply the antitrust laws to unions in a limited fashion 
have some merit, but the difficulty has been to determine just what aspects 
of union activity should be declared illegal without engulfing labor re- 
lations in a mass of legalisms. 

Perhaps the greatest need today is for some effective remedy — either 
through a regulatory body or the courts — ^to curb promptly union activi- 
ties which most fair-minded people would say go beyond the legitimate 
needs of unionism. An example of such activities is the boycott against 
the Burt Manufacturing Company, a ventilator manufacturer. This Com- 
pany signed a contract with the United Steelworkers in 1954. The Sheet 
Metal Workers, a rival union, aggrieved because they were not selected 
by the employees as bargaining agent, have apparently instructed their 
members all over the country not to install Burt-made ventilators. Con- 
sequently contractors turn down Burt’s low bids for such work. The AFL- 
CIO has ordered the Sheet Metal Workers to cease and desist, but the 
order has been ignored by the latter union which denies that there is any 

1® Leo Wolman, cited in Nation's Business, May, 1953, pp. 32, et seq. 
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boycott aimed at Burt. Meanwhile Burt is caught in the vise of an effective 
economic boycott. 

Another case which is cited by union critics is the Kohler strike 
where the UAW after failing to achieve its objective in a prolonged 
3-year strike has instituted a nation-wide boycott of Kohler products. 
The striking employees have long since been replaced and are now perma- 
nently employed elsewhere for the most part, but the battle continues as a 
contest of opposing philosophies rather than as a bread-and-butter strike. 
This raises the question of how long such contests of economic strength 
should be permitted to last in the public interest. 

It seems almost inevitable that there will be further regulation of 
unions under federal law. Recent disclosures of racketeering and misap- 
propriation of funds in unions have only added impetus to a movement 
for regulation which was the inevitable consequence of the growing size 
and power of unions. What direction this regulation will take will de- 
termine the course of collective bargaining for many years and the issue 
of *'union monopoly,” true or false, may then be settled. 


QUESTIONS FOR DISCUSSION 

1. If Congress outlawed multiunit bargaining, what would be the effects on in- 
dustries which now bargain on such a basis ? 

2. Are unions monopolies? Explain your answer and compare unions with such 
aggregations of capital as American Telephone and Telegraph, United States 
Steel, and General Motors. 

3. Why should not strikes be eliminated and all disputes referred to arbitration? 
If that were done, analyze the effects on bargaining as we now know it. 
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THE LABOR MARKET 


In the market for labor, like the market for wheat, buyers 
and sellers meet and bargain over the price at which a sale is to be made. 
In the wheat market, one price is ultimately arrived at, determined by 
supply and demand, which "'clears the market.” Sellers who want a higher 
price must accept the market price or they cannot sell their product; buy- 
ers who want to pay less than the market price cannot find sellers. Does 
the market for labor function like the market for wheat ? If not, why not ? 
What is the explanation for the great diversity which exists in rates of 
wages and salaries ? These are the questions which we shall seek to an- 
swer in the following discussion. 

DEFINITION OF LABOR AAARKET 

The concept of a "labor market” has been given many definitions 
by various writers, depending upon their points of view and the problems 
with which they were attempting to deal. One economist, for example, 
looks on the labor market as a process by which supplies of a particular 
type of labor and demands for that type of labor are balanced or seek to 
obtain a balance. He defines the labor market as the area in which this 
process takes place.^ Another uses the concept of labor market in the 
sense of a manufacturing and trading center plus the agricultural hinter- 
land directly tributary to it.^ During World War II, the War Labor Board 
defined a labor-market area as one in which the wage structure and levels 
in an industry were fairly uniform. The War Manpower Commission de- 
fined a labor market as the widest area in which employees with fixed 
addresses would accept employment. 

iDale Yoder and Donald Patterson, Local Labor Market Research (Minneapolis: 
University of Minnesota Press, 1948), pp. 1-2. 

2 Lloyd G. Reynolds, "Some Aspects of Labor Market Structure,” R. A. Lester and 
J. Shister (eds.), Insights into Labor Issues (New York: Macmillan Co., 1948), p. 271. 
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The foregoing definitions have the common characteristics of view- 
ing a labor market as a definite geographic area. Some economists, how- 
ever, feel that the element of locality as a characteristic of the labor market 
is of limited significance in so far as the determination of wages is con- 
cerned. It is argued that unions now make wage decisions without refer- 
ence to supply and demand influences in a particular geographic area.® 
Thus the wage demands of the Textile Workers’ Union in a little town in 
the South will be determined not by supply and demand factors within 
the local area or even in the same industry but may be related to a pattern 
of wage increases granted by the steel and automobile industries in other 
parts of the country. 

Even though it may be necessary to go beyond a particular geo- 
graphic area to find the forces or criteria which determine wage levels 
within that area, the concept of labor market as a geographic area is still 
a useful one. In this discussion, the term "labor market’’ will be used in 
the sense of the geographic area within which a particular group of em- 
ployers and wage earners buy and sell services. For some forms of labor, 
the geographic area may be a town, whereas for other forms of labor, 
such as a talented violinist, the geographic limits of the labor market may 
be the entire Western world. 

DIFFERENCES BETWEEN LABOR MARKETS AND 
COMMODITY AAARKETS 

Labor markets differ from commodity markets. Each buyer is distin- 
guished from every other buyer. Even if the United States Steel Corpora- 
tion and the John Brown Tool Company were to offer the same basic rate 
to machinists, the offers would differ in attractiveness to different work- 
ers. Some men like to work for a large company; some like to work for a 
small company. There are literally hundreds of other respects in which 
different employers may be distinguished in an employee’s mind. Because 
the sale of labor involves a continuing, and not merely a temporary, re- 
lationship with the "buyer,” these intangibles are frequently more im- 
portant in the employee’s mind than the employer’s offering price. 

Diversify of Rafes 

Diversity of rates for the same type of labor is the norm, not the 
exception, in the labor market. In this respect the labor market resembles 
certain retail product markets. Recent theories of the functioning of the 

® Arthur M. Ross, Trade Union "Wage Policy (Los Angeles: University of California 
Press, 1948), p. 53. 



THE LABOR MARKET 


245 

latter type of market explain that each seller of a particular type of prod- 
uct is in a sense a monopolist, having his own clientele and being able to 
vary prices within a certain range; yet he is also in competition with all 
other monopolists selling similar products. Hence the term "monopolistic 
competition.”^ Because each seller has some degree of control over his 
own market, he is frequently able to charge a higher price for the same 
product sold by a different firm at a lower price. The supermarket may 
sell a can of beans for 10 cents, while next door, the delicatessen sells the 
same product for 15 cents. The exclusive hat shop may sell a hat for $50, 
while a copy can be obtained for $5 in a poorer section of town. That 
these differences in prices for the same product can persist is attributable 
in part to buyer ignorance and in part to the fact that even if buyers had 
full knowledge of the price difference, they might not want to alter their 
customary buying habits. 

Similarly, as we shall see in the following discussion, differences in 
wages for the same job may exist in the same area because workers do not 
have full knowledge of other job opportunities, and even if they did have 
accurate knowledge, the differences might still persist because of the re- 
luctance of workers to leave their places of work to start anew in a dif- 
ferent firm. Thus, inertia, ignorance, and immobility are of major im- 
portance in the labor market. Furthermore, because of differences in the 
race, sex, or length of service of employees performing the same job, 
diversity in wage rates for the same job may exist even within a single 
plant. 


Wage Fixing in the Labor Market 

Wage fixing, analogous to a quoted price in the product market, is 
characteristic of the labor market. Whereas in the commodity market it is 
normally the seller who sets the asking price, in the labor market (in the 
absence of unions) the buyer of labor normally sets the price. The price 
that is set tends to be "fixed” for some length of time. Employers do not 
want wage rates to fluctuate with every change in supply and demand 
conditions. Stability in wage rates is essential for satisfactory business 
operations. Constant change in the wage schedule of the average com- 
pany would cost more than it was worth. Moreover, stability is also de- 
sirable from the point of view of employees. Frequent changes in wage 
rates would cause friction and suspicion and would make employees feel 
insecure. Therefore, in changing wage rates, employers customarily grant 

E. H. Chamberlin, Tie Theory of Monopolistic Competition (3d ed.; Cambridge, 
Mass.: Harvard University Press, 1939). 
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general wage adjustments to all employees instead of adjusting rates to 
individual demand and supply conditions. 

The majority of multiplant companies try to relate their wage scales 
either to those paid by other firms in the area or to rates for the same in- 
dustry in the area; some, however, pay the same wage scales regardless 
of the size of the city or the region of the country in which their plants 
are located, and others have uniform scales for each region or zone. Some 
companies raise wages with increases in the cost of living and increases 
in length of service, while other companies do not. Such differences in 
company wage policies, in employer evaluation of particular jobs, and in 
stress on various wage factors all contribute to the existence of a diversity 
of wage rates rather than a single rate for any grade of labor in a particu- 
lar locality.® During World War II, the National War Labor Board, 
which had the task of promulgating schedules of "going rates” for wage 
stabilization purposes, recognized the diversity in rates for particular jobs 
by specifying ranges of rates rather than single rates for particular jobs in 
a community. 

Lack of Mobility 

Until recently, many economists assumed that there was enough 
mobility from job to job among workers within a geographic area so that 
if one firm paid a higher wage for a given job than other firms in the area, 
workers qualified for that job would attempt to get employment at the 
high-wage plant. The influx of applicants to this plant would tend to 
pull down the wage offered there and at the same time force other em- 
ployers to raise their wages until equilibrium between the high-wage and 
low-wage firms was achieved, perhaps at some rate between the wages 
formerly paid by each. Recent studies indicate, however, that in the ab- 
sence of collective bargaining, employers will continue indefinitely to pay 
diverse rates for the same grade of labor in the same locality under strictly 
comparable job conditions. 

The labor market, therefore, is not characterized by a norm of pure 
competition. There is no wage which will clear the market, toward which 
a labor market under actual conditions even in the absence of collective 
bargaining is tending. The labor market is characterized by stability and 
lack of fluidity and a diversity of rates for similar jobs. A rise in the price 
of labor offered by a particular employer does not cause employees in 

5 In Chapter 11, -we shall consider a theory of wage determination which seeks to 
^plam more fully the diversity in rates for similar jobs which frequently exists and persists 
m a given labor market. 
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other firms who are receiving less than that amount to leave their jobs 
and flock to the high-wage employer. Sufliciently large differentials will, 
of course, induce a movement of labor, but within a substantial range, 
changes in rates by a particular employer may have little effect in causing 
workers to leave other firms to seek work in the high-wage firm. In order 
to understand why this is so and why diverse wage rates for the same jobs 
can continue to co-exist in the same area, some understanding is required 
of workers’ psychology, particularly in its relation to job hunting. 

GETTING AND HOLDING A JOB 

For most workers, the choice of the first job is a matter of accident 
or coincidence. John Jones graduates from high school and needs a job. 
Usually he hears of an opening through a friend or relative and goes to 
work there without making a systematic canvass of available opportuni- 
ties in the labor market. The new entrant to the labor force does not plan 
his first job carefully, and frequently it turns out to be a blind alley. 

The average employee has little knowledge of jobs in plants other 
than the one in which he works. He picks up some information from 
friends, and perhaps a little more from his union. Basically, however, 
wages, hours, and working conditions in other plants are either vague or 
unknown to him. The lack of knowledge on the part of employees at- 
taches them more firmly to their present jobs. They do not think in terms 
of changing jobs because they do not know what the alternatives are. 
They know the conditions under which they work, and they fear to take 
a chance on the basis of their inadequate knowledge of conditions else- 
where. 

Once workers have had experience on the job, their ideas as to what 
they want in a position tend to crystallize. Of prime importance, of course, 
is an adequate wage rate. Employees are likely to judge wages by two 
criteria: first, what standard of living the wage permits them to enjoy; 
and, second, how it compares to what they regard as a fair rate for the 
job. In addition to wages, workers tend to place a good deal of impor- 
tance on such intangibles as the independence permitted them in their job; 
relationship with fellow workers; fairness of treatment by employer; the 
extent to which the work is interesting; and the physical characteristics of 
the job. All of these considerations, other than wages, it should be noted, 
are difficult to ascertain except by those who are already working in the 
particular plant. Lack of knowledge by employees of the merits of other 
jobs, therefore, is attributable not only to the failure of workers to in- 
quire more thoroughly into alternative job opportunities but also to the 
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fact that such knowledge is inherently difficult to obtain prior to actual 
employment in such other jobs. 

CHANGING JOBS 

Most workers are reluctant to change jobs even if they know that 
a higher wage can be obtained in a different plant. One reason is the 
seniority which a worker ordinarily loses when he changes his position. 
Having to start all over again at the bottom of the seniority ladder is a 
dismal prospect to most workers and operates as a substantial impediment 
to free movement among jobs. The fear of another depression pervades 
the thinking of working people. For most of them, a basic objective is to 
work their way into a secure position where they will be protected in the 
event of layoffs. The higher they are on the seniority list, the more secure 
they feel in their present positions, and the less willing they are to make 
a change. 

Another factor which reduces the willingness of workers to change 
jobs is loss of pension benefits. At present, most benefit plans financed by 
individual employers provide pensions which are based in part on years 
of service with the particular company. These benefits do not "vest” until 
the employee reaches retirement age or has put in some minimum period 
of service, usually in the neighborhood of 20 or 30 years. This means that 
an employee who has worked 10 years in a plant would lose all pension 
credits he has built up over that period of years if he leaves his present 
employer. Little wonder that many long-service employees are reluctant 
to change positions even if they know that they can obtain a higher hourly 
rate in a different job. 

When men do leave jobs voluntarily or when they are permanently 
laid off, they generally do not make a calculated survey of existing oppor- 
tunities. Rather they are likely to accept the first position which meets 
their main specifications in choosing a new job. In such instances, workers 
are likely to stress the wage rather than any other aspect. The reason is 
simple. Wages are the only criterion which they can evaluate before be- 
ing on the job. 

In the case of union men, the existence of the union may be as 
important as the wage. The importance of union organization is likely 
to depend upon how ardent a unionist the particular worker is and 
consequently how much importance he attaches to the existence of a 
particular collective bargaining agent. 

A surprising reluctance exists among workers to use state employ- 
ment agencies. Only if they are laid off and are forced to register for un- 
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employment insurance are they likely to utilize state unemployment 
offices. In such event, they are required to use the state offices if they 
are to receive unemployment compensation. With both employers and 
employees, state unemployment offices apparently have, to an unfor- 
tunate degree, the reputation of supplying less satisfactory labor and 
less satisfactory jobs. Therefore, workers are likely to depend upon 
informal and chance methods of finding jobs or, occasionally, to use 
private agencies. 

Another interesting fact is that workers who are dissatisfied enough 
with jobs to quit them voluntarily often quit before they have obtained 
another position. This is, of course, more likely to be true in times of 
high employment than in times of depression. But again it indicates less 
systematized analysis of job opportunities on the part of workers than 
economists have tended to assume theoretically. 

As a result of these various factors which contribute to immobility 
in the labor market, labor turnover in this country is relatively small 
even in times of full employment when jobs are abundant. In February, 
1957, for example, quits averaged only 1.2 per hundred workers.® 

GEOGRAPHICAL DIVERSITY IN WAGE RATES 

We have seen that even in a local labor market, divergent rates may 
prevail for the same jobs. It is not surprising then to find that a similar 
diversity exists when rates in one city or region are compared with those 
in another. On the whole, rates for farm labor are more variable from 
region to region than rates of industrial workers. The reason is that 
it is easier for industry to move into a low wage area and thus raise the 
previously existing low rate than it is to move farms."^ Consequently, the 
diversity in rates between various farming areas tends to persist longer 
than between industrial areas. 

On the whole, rates for particular jobs are lower in the South than in 
the North. A major factor producing this differential has been the 
presence of a large body of Negro workers in the South who have been 
compelled through economic discrimination to accept a low rate of 
remuneration for their labor. It is sometimes argued that Southern 
labor is less efficient than Northern labor and that therefore it is paid less. 
However, recent studies tend to belie this explanation. The fact is that 
in a number of industries, such as, for example, the textile industry, most 
of the new, faster, and more efficient machinery has been going into 

^ Monthly Labor Review, May, 1957, p. 639- 
W. S. Woytinsky and Associates, Employment and Wages in the United States (New 
York: Twentieth Century Fund, Inc., 1953), p. 475. 
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Southern plants. Therefore, employees in the South working with the 
new equipment should be more, not less, efficient than their better paid 
Northern brothers. 

As might be expected, urban heavily populated areas generally pay 
higher rates for comparable work than rural areas or small towns. Some 
cities pay higher rates than others for jobs in particular industries. Table 
15 shows relative pay levels for plant workers in selected work cate- 
gories in forty major labor markets in 1951-52. The pay level for each 
city is expressed as a percentage of the pay level in New York City. It will 
be noted that in general the lowest wages were paid in Southern cities 
and the highest in the Far West. Occupational earnings of plant workers 
tended to be highest in the largest cities, particularly those in which a 
large proportion of the plant workers covered by the survey were em- 
ployed under collective bargaining agreements. 

Cities paying high wages in one industry generally stand above aver- 
age in most other industries. Nevertheless, there is considerable disparity 
in relative position from industry to industry within each city. In gen- 
eral, the metalworking industries bring up the averages of all the cities 
in which they are prominent.® 

North-South Wage Differentials 

As between industry groups, differentials between the South and 
other areas vary widely. A careful study of Southern wage differentials 
led to the following conclusions: 

1. There is tremendous and irrational variation in the North-South 
differential in various industries. It is virtually nonexistent in glass, air- 
craft, rayon, and bituminous coal as well as in the skilled trades. The 
North-South differential averages only 5 or 10 per cent of Northern 
rates in automobiles, oil, printing, railroad transportation, and cotton tex- 
tiles. But it averages as high as 20-30 per cent of the average Northern 
wage for comparable jobs in furniture, full-fashioned hosiery, rubber 
tires and tubes. There is no rational reason for this variation in the North- 
South differential, particularly when such related industries as oil, rub- 
ber, automobiles, and aircraft have such different wage patterns. 

2. Within the same industry, North-South wage differentials may 
vary widely. In industries with a substantial North-South differential, 
there will be a significant number of plants in the South which pay rates 
on a level with Northern competitors. 

3. Wage differentials between firms within the same local areas in 

^L. M. David and H. Ober, “Inteidty Wage Differences 1945-46," Monthly Labor 
Review, Vol. LXVI (June, 1948), pp. 599-604. 
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TABLE 15 


Relative Pay Levels for Plant Workers in Selected Jobs 
IN Forty Major Labor Markets, 1951-52 
(New York City = 100) 


Labor Market 

Maintenance 
(7 Jobs) 

Custodial 
(4 Jobs) 

Warehousing 
and Shipping 
(6 Jobs) 

New England : 




Boston 

93 

94 

91 

Hartford 

90 

93 

86 

Providence 

85 

91 

82 

Worcester 

89 

95 

86 

Middle Atlantic: 




Albany-Schenectady-Troy 

96 

95 

91 

Allentown-Bethlehem-Easton .... 

92 

91 

87 

Buffalo 

100 

101 

98 

Newark-Jersey City 

103 

105 

101 

New York 

100 

100 

100 

Philadelphia 

96 

91 

91 

Pittsburgh 

100 

100 

102 

Rochester 

94 

95 

92 

Scranton 

88 

80 

84 

Trenton 

95 

97 

94 

South: 




Atlanta 

88 

74 

69 

Birmingham 

90 

70 

77 

Houston 

101 

74 

78 

Jacksonville 

91 

63 

64 

Memphis 

85 

68 

67 

New Orleans 

80 

60 

68 

Norfolk-Portsmouth 

89 

73 

68 

Oklahoma City 

80 

72 

75 

Richmond 

90 

73 

71 

Middle West: 




Chicago 

107 

106 

103 

Cincinnati 

95 

90 

93 

Cleveland 

100 

98 

100 

Columbus 

94 

90 

91 

Detroit 

111 

113 

111 

Indianapolis 

97 

94 

89 

Kansas City 

99 

91 

93 

Louisville 

101 

87 

88 

Milwaukee 

102 

102 

100 

Minneapolis-St. Paul 

99 

97 

93 

St. Louis 

101 

94 

95 

Far West: 




Denver 

92 

86 

84 

Los Angeles 

106 

103 

105 

Phopnix 

97 

85 

86 

Salt Lake City 

92 

88 

87 

San Francisco-Oakland 

111 

114 

113 

Seattle 

104 

108 

106 


Source: “Wage Differentials and Rate Structures among 40 Labor Markets, 1951-52,’* 
U,S. Department oj Labor i Bureau of Labor Statistics Bulletin Ko, 7135, p 3. 
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the South are generally considerably larger than the average North-South 
differential for comparable jobs in the cotton textile, furniture, and seam- 
less and full-fashioned hosiery industries. This is probably partially at- 
tributable to the lesser degree of unionization in the South.® 

Most companies which operate in low wage areas like the South are 
apt to base their wage policy on rates paid in the locality. There are, 
however, significant variations. For example, many companies such as 
those in the glass industry, aircraft production, and automobile industry 
pay uniform company wages. There seems to be no adequate explanation 
for the difference in attitude of various companies toward regional dif- 
ferentials. Both the automobile industry and the rubber industry are 
dominated by a few large companies which have plants in both the 
North and South; both were unionized by the CIO; and both have adopted 
uniform price policies for their products. Yet the auto industry by and 
large has adopted the policy of uniform company wages regardless of 
locality, whereas the rubber industry has based its wage policy on com- 
munity rates with the result that there is a marked North-South wage 
differential in the manufacture of rubber tires. Parenthetically, it should 
be pointed out that available data tend to show that output per man-hour 
in terms of labor effectiveness in rubber tire production is not significantly 
different in the North and in the South.^® 

Union Policy and Regional Differentials 

In general union policy has opposed regional wage differentials. 
The United Mine Workers, for example, have succeeded in equalizing 
basic wage rates between the North and South Appalachian coal regions; 
the Steelworkers, with the co-operation of U.S. Steel and Republic Steel, 
began to eliminate area differentials in the late 1940’s, and the job was 
pretty much completed in 1954. The UAW has ended all area differen- 
tials at Chrysler and Ford and expects to go to work on General Motors 
next. Regional wage patterns in meat packing have also been practically 
ended. On the other hand, the Rubber Workers have been trying unsuc- 
cessfully for years to narrow differentials in the Big Four rubber com- 
panies, but despite these efforts the regional wage spread in 1957 was as 
much as 32 cents an hour.^^ 

On the other hand, many unions have not opposed Southern wage 
differentials where they regard them as justified by certain circumstances. 

® R. A. Lester, "Southern Wage Differentials; Developments, Analysis and Implica- 
tions,” Southern Economic Journal, Vol. XIII (April, 1947), pp. 387-88. 

10 Ibid., pp. 388-89. 

n Fortune Magazine, January, 1957, p. 184. 
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Because of a poor grade of coal and higher transportation costs, the 
United Mine Workers continues to sanction wage differentials between 
the Alabama bituminous area and those of the Appalachian area. The 
Federation of Dyers, Finishers, Printers and Bleachers of America has 
sanctioned differentials between Virginia and the New York metropoli- 
tan area. Very often, local unions in a strategic bargaining situation have 
been called upon by the national union to forego the maximum wage 
increase which they might have been able to obtain from local employers 
simply because the national policy was to establish uniform rates which 
would be borne by employers generally over a wider geographic area. 
Uniform wages, these unions feel, increase union solidarity and lessen 
cleavages within the union ranks. 

The difficulty of organizing workers in the South, combined with 
the low wages of this area, has served as a brake on North-South wage 
differentials in certain industries. Unable to organize the South, the 
hosiery and the textile workers have seen lower Southern rates keep 
down their wage gains in the North; and still a number of unionized 
mills in the North are going south or out of business. The failure of the 
United Mine Workers to organize Southern coal mines in the 1920’s 
almost destroyed the union. The Northern mines were forced to break 
with the United Mine Workers in order to compete with the low-wage 
South. 

In these cases, the problem of the regional differential to the union 
is the problem of union and nonunion competition. The problem of the 
North-South differential is less acute when the unionized high-wage em- 
ployers are located in and sell to a market, such as the Far West, which 
because of distance and geographic factors is primarily local and is not 
sensitive to southern competition. A case in point is the West Coast pnlp 
and paper industry which is apparently able to pay higher wages than 
branches of the industry in other parts of the country without damaging 
its market or adversely affecting employment. 


INDUSTRIAL DIFFERENTIALS 

Marked differences in rates and earnings prevail among various in- 
dustries. One might think that if workers consistently earned more in 
automobile manufacture than in leather manufacture, there would be a 
tendency for employees to leave the latter and seek jobs in the higher- 
paying automobile industry with the ultimate result that rates and earn- 
ings would tend to be equalized between the two industries. The fact that 
differentials continue to persist over long periods of time between in- 
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dustries is further evidence of the lack of mobility in the labor market 
and the divergence of the actual labor market from the theoretical norm. 

Industrial differentials can be compared in terms of hourly or weekly 
earnings, on the one hand, and annual earnings, on the other hand. The 
latter statistic gives greater weight to continuity of employment. Actually, 
one can understand industrial differentials only by considering both 
classes of figures. For example, in 1954 average hourly earnings in bitu- 
minous coal mining were $2.48. This was one of the highest rates among 
the various industry groups. (See Table 16.) But this high hourly rate 
was intended in part to compensate for the erratic employment which 
prevails in this industry. Average annual earnings of full-time employees 
in bituminous coal mining in 1954 amounted to only $4,062}^ This is the 
equivalent of only about 40 weeks of work per year (assuming a 40-hour 
week) . Except during World War II and the height of the Korean emer- 
gency, coal miners have rarely worked even as much as 40 weeks in recent 
years. 


TABLE 16 

Average Hourly Earnings and Average Annual Earnings 
IN Selected Industries, 1939, 1950, 1954 


Industries 

Hourly Earnings 

Annual Earnings 

1939 i 

1950 

1954 

1939 

1950 

1954 

Automobiles and equipment . . . 

$0.93 

$1.78 

$2.20 

$1,762 

$4,007 

$5,065 

Anthracite mining 

0.92 

1.97 

2.52 

1,406 

3,107 

3,550 

Bituminous coal mining 

0.89 

2.01 

2.48 

1,197 

3.266 

4,062 

Machinery, except electrical 

0.75 

1.61 

2.01 

1,681 

3,757 

4,729 

Rubber manufactures 

0.75 

1.58 

1.97 

1,548 

3,528 

4,320 

Metals 

0.74 

1.65 

2.09 

1,549 

3,628 

4,399 

Wholesale trade 

0.72 

1.48 

1.83 

1,773 

3,900 

4,639 

Electrical machinery 

0.70 

1.48 

1.82 

1.601 

3,369 

4.253 

Chemicals 

0.65 

1.51 

1.91 

1,611 

3.763 

4,750 

Stone, clay, and glass 

0.64 

1.44 

1.77 

1,359 

3,263 

4,092 

Food and kindred products .... 

0.61 

1.35 

1.67 

1,372 

3,071 

3,813 

Paper and allied products 

0.59 

1.41 

1.75 

1,414 

3,474 

4,289 

Retail trade 

0.54 

1.18 

1.45 

1,224 

2,807 

3,203 

Leather manufactures 

0.53 

1.19 

1.38 

1,038 

2,550 

2,957 

Apparel manufactures 

0.53 

1.20 

1.35 

1,025 

2,492 

2,971 

Furniture manufactures 

0.52 

1.28 

1.57 

1,138 

2,846 

3,641 

Tobacco manufactures 

0.48 

1.08 

1.30 

916 

2,258 

2,833 

Textile mill products 

0.46 

1.24 

1.36 

960 

2,767 

3,000 

Local railways and bus lines .... 

0.17 

1.49 

1.81 

1,701 

3,400 

4,081 


Sources: Survey of Current Busmeis.Nitional Income Supplement (Washington, D C.: US. Department of 
Commace, 1951), pp. 184-85; Montily Uhor Review, Vol. LXVIII (June, 1949), pp. 707-23; Montily Labor 
^view, Vol. LXXIII (Octoba, 1951), pp. 498-513. Bcommk Almanac for 2956 (New York: National Industrial 
Conference Board, Inc , 1956), pp. 308-9; Business Statistics, 1955, Supplement to Survey of Current Business, 
pp. 74-78. 

Economic Almanac for 19SS (New York: National Industrial Conference Board, 
Inc., 1956), pp. 308-9. 
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The existence of industrial dijfferentials does not necessarily mean 
that workers performing comparable jobs are paid at different rates in 
different industries, though this is sometimes the case. One industry may 
pay lower rates on the average than another because less skill is required 
in the industry; because of the larger percentage of women, Negroes, or 
part-time workers employed; because of the location of plants in small 
towns or rural areas rather than in metropolitan areas; or because of the 
lack of union organization. 

There appears to have been no significant trend toward broadening 
or narrowing of industrial differentials in hourly earnings in the last dec- 
ade. Industries have, however, shown more change in position relative 
to one another when annual earnings are compared. Table 16 shows aver- 
age hourly earnings and average annual earnings in selected industries in 
1939, 1950, and 1954. 

Studies of the trend over longer periods of time — as for example, 
the past 50 years — are handicapped by the lack of adequate statistical 
data. Basic hourly rates would, of course, be the best wage measure, but 
such figures are for the most part unavailable. Statistics of gross average 
hourly earnings are not very complete prior to 1950. One investigator, 
using average annual earnings as the measure of the 'wage standing” of 
the particular industries, found in a study of eighty-four manufacturing 
industries for 18 census years of the 1899-1950 period that 

the interindustry wage structure in manufacturing has been surprisingly stable over 
the long run, although the elusive nature of the term * 'stable” is to be emphasized 
. . . the rankings of manufacturing industries within the wage structure changed so 
slowly in the past that many of the high- wage and low- wage industries of 1899 
were still to be found among the high-wage and low-wage industries in 1950; there 
was little if any long-nm tendency toward compression of the interindustry wage 
structure over the past half-century, although differentials were often narrowed 
temporarily during both extremes of the business cycle; and as a logical corollary 
of the stability of this stmcture, there was only a slight tendency for workers’ 
earnings to be equalized over the 1899-1950 period among those industries which 
ranked at the very top and bottom of the wage structure in 1899.^® 

The same study revealed that the low wage category was more 
stable than the high wage. Of fifteen industries in the low wage class in 
both 1899 and 1947, ten were continuously in this classification in every 
intervening Census year. These industries were: cigars and cigarettes, 
brooms, paper bags, cordage, confectionary products, corsets, cottonseed 

Donald E. Cullen, "The Interindustry Wage Structure, 1899-1950," American 
Economic Review, Vol. XLVI (June, 1956), p. 354. 
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oil, textile bags, chewing tobacco, and canningd^ Among the factors 
which undoubtedly contributed in varying degrees to produce this group 
of low-wage industries were high percentage of unskilled labor, high 
proportion of female or Negro employees, highly competitive market 
conditions, location of plants in small Southern communities, and low 
profits. 

DIFFERENTIALS DUE TO SEX AND RACE 

The earnings of women have in recent years been about half those 
of men, the earning of Negro men about half those of white men, and the 
earnings of Negro women about half those of white women.^® These 
differentials result not so much from payment of different rates for the 
same jobs as from restriction of job opportunities. Since many women 
work only part time or prior to marriage, they do not gain seniority, 
acquire skills, or obtain promotion to higher paying jobs. Moreover, as 
a matter of custom, women have generally been afforded employment in 
jobs which pay less than the jobs available to men. 

With respect to Negroes, the differential is again primarily a result 
of limitation of job opportunities. A department store will not set up one 
rate for white clerks and a lower rate for Negroes; yet if its employment 
rolls are examined, chances are that a preponderance of Negroes will be 
employed as porters, elevator operators, and other low wage categories. 

DIFFERENCES IN OCCUPATIONAL REMUNERATION 

In 1956 the chairman of Bethlehem Steel Corporation received 
executive compensation of |809,011,^® or at the rate of 1 15, 5 5 7. 90 per 
week! In the same year, average weekly earnings of production workers 
in manufacturing were only $80.13^^ What is the explanation for this 
great disparity in earnings ? Does the variation in earnings in a capitalistic 
society reflect differences in ability or are other factors responsible ? 

If conditions of work (other than wages) were equally attractive 
in all occupations, if all workers had the same mental and physical abili- 
ties, and if all occupations were equally easy to enter, then in a perfectly 
competitive labor market, wages in every occupation for every worker 
would be equal. In the actual labor market, of course, none of these con- 
p. 360. 

Woytinsky, op. cit., p. 451. 

Business Week, May 25, 1957, p. 113. 

Economic Report of the President, January, 1957 (Washington, D.C.: U.S. Govern- 
ment Printing Office, 1957), p. 7. 



THE LABOR MARKET • 257 

ditions is present. If we remove restrictive assumptions one by one, we 
shall be able to gain an understanding of the causes contributing to the 
differences in wages which exist in the business world. 

EQUALIZING DIFFERENCES 

Not all occupations are equally attractive to workers. Therefore, 
even if every worker had freedom of choice as to the type of work he 
would perform, we would expect that certain jobs which were less at- 
tractive would have to offer higher pay in order to attract workers, while 
positions in which working conditions were particularly satisfactory 
would be able to obtain workers at lower wages. In other words, a part of 
the differences in wage rates which we observe in the labor market repre- 
sents a factor which equalizes the attractiveness of various occupations. 
For example, the low salaries of college professors are partially offset by 
the short hours of work, the long vacations, and the opportunity for re- 
search and study. Women who work as domestics in homes frequently 
receive more than women who perform clerical tasks in business, because 
according to our social mores, servile work is looked upon as somewhat 
degrading, and therefore additional compensation must be offered in 
these jobs to equalize their attractiveness with other positions which these 
women might obtain. 

There are many other equalizing factors which balance differences in 
wages. For example, the clerk in the head office of a large company will 
be willing to start at a lower wage than a day laborer in the same plant 
because the opportunities for advancement open to the clerk make up for 
the deficiency in his entrance salary. Similarly, an occupation in which 
there is a chance, however small, of making very great earnings — as in 
the practice of law — is able to attract applicants who are willing to start 
in as clerks at little or no wage. Hazard to life is another factor produc- 
ing wage differences — the pilot who tests new planes for an aircraft com- 
pany receives a very high wage in order to compensate him for the risk 
to life involved in his work. 

Another important equalizing difference is the expense of training. 
The doctor expects a higher remuneration for his work than a carpenter 
because the expense of his training is so much greater. Thus, a part of 
the higher remuneration of the professional class generally is reimburse- 
ment for the long years of study. However, as we shall see, the expenses 
of training may create differences in remuneration which are not merely 
equalizing but which are out of proportion to the expense of training. 

In actuality, most differences in wages in the labor market do not 
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seem to be of the equalizing character. Indeed, they are more often the 
reverse. Instead of the most unattractive work being the best remuner- 
ated, it is usually the poorest paid. It is the ditchdigger and the garbage 
collector — not the movie actor — ^who receives the least remuneration for 
his labor. 

NONEQUALIZING DIFFERENCES 

Broad differences in wages prevail which bear no relation to the 
relative attractiveness of the work involved. The first great source of 
such differences is the lack of uniformity in physical and mental capabili- 
ties among the working population. Even if every worker had freedom 
of choice to enter any occupation, it is obvious that few would have the 
talents — ^physical or mental — to be great scientists, writers, or boxers. 
The extent to which such abilities are a result of training and environ- 
mental factors is still a subject of debate among psychologists, but it is 
evident that all workers are not equally gifted by inheritance. Those 
talents which are prized most highly by the community and which are 
least common among workers tend to be remunerated with the highest 
earnings. 

Even in more humdrum occupations, such as machine operation or 
assembly production, differences in ability and dexterity among workers 
will be reflected in large variations in earnings, if the workers are paid 
by the piece or on an incentive basis. Industrial psychologists have found 
that individual differences in dexterity, for example, are very great. In 
one study made of thirty-six electrical fixture assemblers who were paid 
on an incentive wage basis and who were engaged in identical jobs with 
identical equipment and layouts, the best operator earned slightly more 
than twice the average hourly compensation of the poorest operator.^® 

Another important cause of differences is the fact that all occupa- 
tions are not equally easy to enter. Even in our free enterprise society in 
which class lines are not firmly drawn well-defined social strata emerge 
which render it difficult for the poor son of a laborer to rise to be head of 
a great corporation. Examples of such spectacular successes are often 
cited, but they represent an ideal rather than a likelihood for the ordinary 
working man. 

Differences in ability and in training account for only a part of the 
wide variations which exist in compensation of members of the labor 
force. Sometimes the amount of money which a person receives for his 
work will depend more on who his father is or what business his rela- 

Joseph Tiffin, Industrial Psychology (New York: Prentice-Hall, Inc., 1946), p. 4. 
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tives control than upon his own ability or training. Nepotism — favoritism 
shown to relatives in employment — ^is a factor not only in politics but 
also in the labor market. 

NONCOMPETING GROUPS 

The labor market is characterized by a vast number of noncompet- 
ing groups, as will be more fully explained at a later point in this dis- 
cussion. However, in terms of occupational differentiation, five broad 
strata can be distinguished in the ranks of employees. At the lowest level 
in terms of pay and social position is the common laborer, performing 
work which requires a minimum of skill and a maximum of brawn. His 
wages are low because there are very many persons in the labor market 
who can do such simple work and can do no other. Many workers find 
an entry into such occupations who would be excluded from other types 
of positions. Thus, the Negro, the immigrant, and various other minority 
or foreign-born groups make up a large proportion of this lower stratum. 

At a somewhat higher wage come the semiskilled. These are workers 
who have ordinarily had some education and have acquired some knowl- 
edge of a technical art but who, for one reason or another, have not 
served the necessary years of apprenticeship to become skilled artisans. 

Above them come the skilled workers — carpenters, boilermakers, 
bakers, and so on. Most of these men have union cards and the benefit 
of a considerable period of apprenticeship behind them. That they con- 
sider themselves in some respects superior to less skilled fellow workers 
is demonstrated by the clannishness of the skilled craftsmen in the Ameri- 
can Federation of Labor who, for many years, refused to accept unskilled 
workmen into membership. 

The next group on the ladder of social status — the clerical workers 
— are frequently below the skilled and sometimes below the semi-skilled 
— ^in terms of remuneration. Yet in outlook and social allegiance, they 
are allied with the professional and capitalist class. In recent years, how- 
ever union organization has made slight inroads in the clerical group, 
and it is possible that this development may produce a stronger social- 
political bond between the first three groups of labor and the clerical 
workers. 

The top group in the labor market in terms of pay and social prestige 
are the professional workers — the doctors, dentists, lawyers, architects, 
engineers, professors, and others who have generally trained for their 
occupations in college and advanced study. 

While there is considerable movement between these groups, never- 
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theless, to some extent, the strata become self-perpetuating. In other 
words, the son of a doctor is likely to become a member of a profession, 
while the son of the common laborer is more likely to be a laborer, or at 
best a skilled worker. The greatest barrier to movement up the ladder of 
social strata is the cost and time required for education. The poor laborer 
would like his son to go to college, and it may be that he is bright enough 
to win a scholarship. But all too frequently a rising career is blighted be- 
cause the son must leave school in order to go to work and earn money 
toward the support of the family. The GI Bill of Rights, however, may 
have a major effect on the degree of mobility between these various 
groups. It has afforded higher education to thousands of men who would 
otherwise have been denied the opportunity because of lack of funds. 
These men will want their children to have the same opportunity, and 
they will be better able to give them this opportunity because they them- 
selves will leave schools and colleges equipped for higher-paying jobs 
in industry. 

There has been a tendency in this country toward a narrowing of 
differentials in earnings between occupational groups. Thus, for example, 
the relative spread between wage rates of skilled and unskilled workers 
has been cut by nearly half in the past 40 years.^® While the emphasis 
of industrial unions, such as the Automobile Worker’s Union, on cents 
per hour increases, which raise rates of lower-paid workers relative to 
higher-paid workers, has undoubtedly contributed to the narrowing of 
the differential between skilled and unskilled, other more basic forces 
were also at work to bring about this change. Even in the building trades, 
which are organized and bargain on a craft basis, there has been a 
marked narrowing of differentials between skilled and unskilled work- 
ers. In 1939 the average union scale for journeymen in the building 
trades was 70 per cent above the level for laborers and helpers; by 1945, 
this differential had narrowed to 54 per cent, and in 1952, it stood at only 
38 per cent.^® 

One basic reason for the relative improvement in wages of unskilled 
workers has been the metamorphosis in the type of work performed by 
"unskilled” workers. The ditchdigger now uses a machine; unskilled 
labor is now being combined with more capital than in the past, with the 
result that its productivity — and wages — ^has been substantially increased. 
In this connection, it is perhaps significant that more than a decade ago 
the United States Bureau of Labor Statistics discontinued its annual sur- 

Woytinsky, op, cH., p. 510. 

20 H. M. Douty, “Union Impact on Wage Structures,” unpublished paper read at the 
December, 1953, meeting of the Industrial Relations Research Association, Table 3. 
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vey of the entrance rates of male common labor because of the increasing 
difficulty of obtaining reasonably comparable reporting among firms and 
industries for a 'common labor’’ classification of workers.^^ 

Another important reason for the relative rise in wages of lower- 
paid workers has been the substantial reduction in immigration in the 
past decade. In years past, many of the foreign-born found jobs doing 
manual unskilled work at the lowest rung on the occupational ladder. 

In addition to these two influences, the following factors have also 
contributed to the decline in occupational differentials in recent years: 
(a) 2 L comparatively long inflationary period characterized by large in- 
creases in money wages primarily on a cost-of-living basis; (I?) definite 
tendency evident in governmental and trade-union policy to apply ''cost- 
of-living adjustments” uniformly in cents per hour.^^ 

At the same time as the gap between unskilled and skilled workers 
has been narrowed, the differential between unskilled and white-collar 
workers has also been reduced and in some cases eliminated. Some pro- 
fessional groups now find their average hourly earnings below those of 
skilled workers. These shifts in the labor market reflect the dynamic 
aspect of our economy which continually changes the values accorded by 
our society to individual skills and capabilities. It also reflects the chang- 
ing bargaining position of various groups as a result of union organiza- 
tion. 

The concept of noncompeting groups is helpful in explaining the 
broad economic strata into which the labor force is divided. In actual 
practice, however, there are not five but literally hundreds of noncompet- 
ing groups in a given labor market. These groups generally have as their 
basis a particular skill, sometimes attachment to a particular industry, 
sometimes a common ethnic or racial background. A study of job-hunting 
patterns in a New England mill town in 1949 found separate pools of 
labor grouped around the operation of foundries, machine shops, lum- 
ber products, and textiles.^^ Employees in thes groups were practically 
noncompeting, and shutdowns in one industry affecting one pool of labor 
had no direct influence on rates of other groups, unless the shutdown 
lasted for a considerable period. Then unemployment affected wage levels 
in the mill town generally. Furthermore, these investigators found that 
although on first analysis the rates paid in a given labor market may 
seem to be highly diverse, when the workers are grouped according to 

21 Ib/d.f p. 4. 

22 Ihd., p. 8. 

23 C. A. Myers and G. P. Shultz, The Dynamics of a Labor Market (New York: 
Prentice-Hall, Inc., 1951), p. 155. 
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these submarkets or noncompeting groups, a more uniform pattern be- 
comes discernible. 

UNIONS AND WAGE DIFFERENTIALS 

Traditionally, it was thought that the competitive norm in the labor 
market was uniformity of rates for comparable jobs and that only imper- 
fections in the market permitted differentials to persist. Based on this 
premise, it would seem to follow that the introduction of a union into a 
labor market — since it represents a departure from free competition in the 
market — ^would produce even greater variation in wage rates for similar 
jobs. What has been the effect of unions in practice ? 

In the first place, in the individual firm, the advent of the union 
compels the employer to re-examine and justify his internal wage struc- 
ture. As a result, management in organized plants has been compelled to 
set up job-evaluation plans and in general to eliminate unjustified dif- 
ferentials between similar jobs. 

In the second place, when unions bargain with a number of com- 
panies in an industry, they have — as we have already observed earlier in 
this discussion — exerted strong pressure to achieve uniformity in rates 
for similar jobs in the various companies with which they bargain. 

The interesting question that remains is: have unions tended to in- 
troduce a new type of differential in the labor market — a differential be- 
tween union and nonunion companies.? On this subject there is consider- 
able controversy among economists. One of the difficulties in ascertaining 
an answer to this question is that it is extremely difficult to isolate the 
effect of union organization alone. For example, larger companies usually 
pay higher rates than smaller companies for similar jobs. Since unions 
have by and large organized the larger companies in various industries 
first, a comparison of rates in organized and unorganized plants in such 
industries will generally show that the unionized plants pay higher rates. 
Obviously, such a comparison is no real indication of a union-caused wage 
differential. One recent study sought to eliminate the effect of such fac- 
tors as size of company by comparing wage rates in 1950 of time workers 
in nonunion and union establishments in comparable plants in the same 
metropolitan area in seven industries: paints and varnishes, furniture, 
footwear, cotton textiles, hosiery, automotive parts, and women’s dresses. 
This study found that for the industries and occupations considered, there 
were no significant differentials between the rates of workers in union 
and nonunion plants.^* 

John E. Maher, "Union, Nonunion Wage Differentials,” American Economic Re- 
view, Vol. XLVI (June, 1956), pp 336-52. 
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Another writer using straight-time hourly earnings for fifty indus- 
tries grouped according to degree of organization in 1933 and terminal 
years 1938, 1942, and 1946 concludes that new unionism was a source of 
relative wage advantage during the 1933-46 period whereas continuing 
unionism was not.^*^ Most nonunion companies today attempt to keep 
their rates in line with their organized competitors so as to forestall un- 
ion organization of their firms. Consequently, study is unlikely to reveal 
any significant wage advantage in organized firms. 


SUPPLY AND DEyMND IN THE LABOR yAARKET 

We have seen that the labor market differs materially from the 
market for wheat which we considered at the beginning of this chapter. 
Diverse rates, rather than a single rate, typically prevail for a given type 
of labor in the labor market. There is no one market price — even for a 
particular grade of labor. Buyers and sellers are able to make bargains 
at a variety of rates. 

How then do supply and demand fit into this picture.^ It will be 
recalled that we have defined the labor market in terms of a geographical 
area. Because labor is highly immobile, unemployed workers in a labor 
market tend to remain in the area rather than to seek jobs in a different 
market. A recent study found that both in union and nonunion firms wage 
rates paid to newly employed workers were affected by the existence of 
unemployment in the area.^® Despite the existence of noncompeting 
groups, therefore, if there is a decline in business and therefore in demand 
for labor in a particular area, which produces some imemployment, this 
change in demand will ultimately make its influence felt on the whole 
structure of wage rates in the community. Likewise, if the supply of labor 
in a local market is reduced, say, by drafting men for the army who would 
otherwise become additions to the labor force, this influence too will 
have its ultimate effect on wage levels. 

Supply and demand — two traditional conceptual tools of econ- 
omists — have not, therefore, been rendered useless by our changed con- 
ception of the labor market. Supply and demand do not interact to produce 
a single rate in the market, but they do influence the level of the whole 
structure of diverse rates that characterizes the actual labor market. In 
the next two chapters we shall consider in detail what demand and supply 
mean in terms of labor and the labor market. 

^5 A. M. Ross, W. Goldner, "Forces Affecting the Interindustry Wage Structure,” 
Quarterly Journal of Economics, Vol. LXIV (May, 1950), pp. 254-81. 

Myers, op, cit., p. 151. 
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QUESTIONS FOR DISCUSSION 

1. What factors are responsible for the existence of diverse rates for similar jobs 
in the same labor market? What effect would you expect union organization 
to have upon such diversity of rates? Why? 

2. Discuss the theory of noncompeting groups. Of what value is this theory in 
explaining actual differences in remuneration in the labor market? 

3. Discuss union policies toward regional wage differentials. Why do union 
policies vary so much? 


SUGGESTIONS FOR FURTHER READING 
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A case study of labor mobility and wage determination in a New England 
city, together with a discussion of labor-market theory. 

Warner, W. L., and Abegglen, J. C. Occupational Mobility in American 
Business and Industry. Minneapolis: University of Minnesota Press, 1955. 

A study based on an analysis of the social origins and careers of 8,000 major 
business executives which seeks to determine what is happening to vertical 
occupational mobility in the United States. 
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THE SUPPLY OF LABOR 


We have seen that the labor market is the area in which 
the supply and demand for a particular type of labor seek to obtain a 
balance. But what precisely do we mean by the "supply of labor”? 
Actually, there are many supplies of labor corresponding to the thousands 
of types, skills, trades, professions, and abilities characterizing the indi- 
vidual members of the labor force. But because the baker, the banker, 
the actress, and the mechanic all work for a salary or wage, the economist 
sometimes lumps them all together when he is thinking in terms of an 
all-inclusive "labor supply.” 

The supply of these various types of labor can be considered from 
four points of view: 

The Supply of Labor Available to an Individual Firm, This may be 
large or small, complex or relatively homogeneous, depending upon the 
size of firm, the ramifications of its operations, and the diversity of its 
products and plant locations. The labor supply of the United States Steel 
Company, for example, would represent a cross section of the working 
population. It would include miners, merchant seamen, scientists, book- 
keepers, salesmen, in addition to the great variety of skilled and unskilled 
workers who are required to operate modern steel rolling mills and blast 
furnaces. By contrast, the supply of labor to the corner drugstore would 
probably include only a pharmacist and some clerks. 

The Supply of Labor Available to an Industry. An industry may be 
defined, for our purposes, as a group of firms producing approximately 
the same product. The supply of labor to an industry will ordinarily 
represent a broader class of skills than the supply of labor to an individual 
firm because of the variation in methods of production used by firms mak- 
ing the same product in different parts of the country. The supply of 
labor to an industry may, however, be quite limited if the industry draws 
upon a relatively scarce type of skilled labor. For example, there are 
comparatively few qualified violin makers in this country. Consequently, 
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the supply of labor available to this entire industry in the United States is 
less than the supply of labor available to an individual firm in other in- 
dustries (such as, for example, the United States Steel Company). 

The Supply of Labor Available to a Particular Locality. This will 
represent workers of all types employed in a variety of industries within 
the particular locality. Unless employment in the locality is highly 
specialized, the supply of labor will normally include a greater variety of 
skills and classes of workers than either the supply of labor to an industry 
or the supply to the average firm. Availability of new workers will de- 
pend upon the mobility of workers from other areas and upon the ex- 
tent to which persons in the area, not normally members of the labor 
force, can be induced to enter employment. 

The Supply of Labor Available in the Economy as a Whole. This is 
the labor force, including workers of all types in all industries in all 
sections of the country. Since immigration is relatively unimportant, the 
availability of additional workers in the short run will depend upon the 
extent to which persons not ordinarily part of the labor force can be at- 
tracted into employment. 

VARIATIONS IN LABOR SUPPLY 

Labor supply is subject to a diversity of influences. Moreover, some 
influences will affect one element in labor supply (such as hours of 
work) without affecting another element (such as number of workers 
available). It is therefore useful to distinguish, on the one hand, the 
various causes of variations in labor supply and, on the other hand, the 
components of labor supply which are subject to variation. We may then 
select the particular relation between cause of variation and components 
of labor supply which we wish to study. 

The components of labor supply are number of workers, hours of 
work (i.e., length of workday and workweek), and efficiency. Causes of 
variation in labor supply include variations in the wage rate, family 
income, willingness to work, physical strength of the worker, conditions 
of work, and similar factors. A rise in family income, for example, may 
influence all three components of labor supply. A rise in family income 
may make it possible for Johnny to go to college, thus reducing the num- 
ber of men available for work; it may enable the family breadwinner to 
buy a cottage at the beach and therefore interest him in securing a reduc- 
tion in the workweek so that he can spend his weekends at the beach; and 
it may enable him to eat better and to see the doctor and dentist more 
regularly so that his physical efficiency will be improved. 
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In the following discussion, we shall be primarily concerned with all 
three components of labor supply but with only one of the causes of 
variation: the wage rate. Holding the other causes constant (with the 
exception of family income) and changing only the wage rate, we shall 
attempt to ascertain how the amount of labor supplied will vary. This 
is the conventional way of studying changes in labor supply in the labor 
market. 

Role of Nonwage Factors 

It seems probable that the most important single cause of variation 
in the short-run supply of labor is change in the rate of compensation for 
jobs. The level of wages is, of course, not the only factor which employees 
consider in seeking employment. We know that proximity of the place 
of employment, congenial atmosphere, employment with friends or rela- 
tives, regularity of work, security, and prospect of advancement are all 
important elements affecting the attractiveness of a job to the individual 
worker. However, it is the level of wages which normally fluctuates 
frequently, and it is, therefore, easier to correlate changes in labor supply 
with this cause of variation than with others. Furthermore, since an 
employee can and usually does obtain information about wages in a com- 
pany before taking a job there, but finds it more difficult to acquire ade- 
quate knowledge about other aspects of employment in the plant, changes 
in wages probably bear a close relation to job-seeking patterns in the labor 
market. 

That wages are not the only considerations, however, is reflected 
in the diversity of wage rates for identical jobs which prevails in the labor 
market. In many cases, employees may be willing to accept a lower rate in 
a particular firm simply because of other advantages it affords to its em^ 
ployees which are not revealed in the wage rate. This circumstance causes 
the supply of labor to react differently to wage changes in different firms. 
Suppose two firms, A and B, are paying identical rates for stitchers. Now 
suppose that both firms desire to expand output and need more workers. 
Firm A may have to raise rates considerably in order to attract more 
stitchers, while Firm B may be able to obtain additional stitchers with 
little or no increase in wage rates. The reason for this difference in reac- 
tion of labor supply is that other conditions of work in the two companies 
are not identical. For example, Firm B may be known as a *'good place 
to work'* — ^where the employer treats employees 'Tight'’ — and because 
of this reputation may find it easy to attract new workers. Personnel 
men today recogni2:e the importance of nonwage elements in increasing 
job attractiveness and to this end attempt to make employees feel happy 
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and secure in their employment through participation in group employee 
recreation programs, company newspapers, and similar plans. 

In the following discussion, supply curves have been drawn in terms 
of changes in wage rates. We might also have drawn supply curves in 
terms of changes in regularity of employment, changes in prospects for 
promotion, or similar conditions. These and other circumstances make 
their in fl uence felt on the supply of labor. Although in the following dis- 
cussion we have, for the sake of simplicity, dealt with changes in supply 
of labor in terms of its relationship to changes in wage rates, it might be 
helpful to consider wage rates as standing for the "net attractiveness” of 
the job. Or, looked at another way, if we assume that other things are held 
constant (i.e., all aspects of the job relationship other than wages), then 
a change in wage rates must itself change the net attractiveness of the 
job. 


Short-Run Supply of Labor 

Variations in labor supply may be considered from either the short- 
run or long-run point of view. The short-run supply of labor may be 
defined as the schedule of the varying amounts of labor that would be 
supplied at varying wage rates. Geometrically represented, the schedule 
is a curve on a diagram on which the wage rate is measured along the 
ordinate (T-axis), and the number of workers, or imits of labor, is 
measured along the abscissa (X-axis) . 

As has already been mentioned, the supply curve may be drawn 
from the point of view of an individual firm, an industry, locality, or the 
economy as a whole. For the purpose of explaining geometric representa- 
tion of supply conditions, we may assume that Figure 14 represents sup- 
ply curves of labor to a firm. The same type of representation, however, 
can be used to show supply conditions from the point of view of an in- 
dustry, locality, or the economy. Figure 14 shows two hypothetical supply 
curves of labor. The line SS' has been drawn parallel to the X-axis and 
intersects the Y-axis at a wage rate of $50 per week. Since SS' is parallel 
to OX, it indicates that at a rate of $50 per week the employer anticipates 
that he can get 20 workers or 40 workers or 70 workers. In other words, 
as much labor as the employer requires can, within limits, be obtained 
at the same wage rate. Economists describe this situation by saying that 
the supply curve of labor is perfectly "elastic.” Increasing amounts of 
labor can be obtained without raising wage rates. As we shall see in the 
following discussion, this is frequently the case when unemployment 
exists in the labor market. 

Suppose now that a war crisis arises suddenly, and large numbers of 
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FIGURE 14 

Short-Run Supply Curve of Labor 
Y 

130 -- 
120 
110 


100 



UNITS OF LABOR 
(WORKERS) 


workers are drafted into the army. Our employer’s supply curve for labor 
may now be changed abruptly to one which looks like the line ST in 
Figure 14. Because of the shortage of labor in the market, the employer 
now finds that to get more labor he must offer a progressively higher 
wage rate to attract workers away from other firms and to draw persons 
out of retirement into his factory. Thus while 20 workers ( OQ) can be 
hired for a wage of about $60 per week, if the employer wants to double 
his labor force to 40 workers, he may find that he will have to raise his 
rate to $70 per week (RP). Such a supply curve, which correlates higher 
wage rates with increased labor supply, is known as a supply curve of less 
than perfect elasticity.^ This usually means that the supply of labor is 
limited relative to buyers’ demands and that additional workers or addi- 

1 The concept of elasticity will be utilized from time to time in the following chapters 
in connection with both supply curves and demand curves. The elasticity coefficient is equal 
to the percentage change in quantity divided by the percentage change in price (or wage). 
Algebraically this relation can be expressed as (AT/AX) X/Y, where Y equals quantity 
and X equals price. 
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tional hours or units of labor can only be obtained by raising rates of pay. 

The more "elastic’' a supply curve is, the greater will be the increase 
in labor associated with a given increase in wage rates. Looked at another 
way, the steeper the slope of the supply curve, the less elastic it will be. 
In Figure 14, curve S5' is more elastic than curve ST, and curve ST has 
a steeper slope than curve 55'. If the supply curve is vertical, meaning that 
no matter how wage rates rise or fall, there will be no change in the 
amount of labor available, the supply curve is said to be "perfectly in- 
elastic" or of "zero elasticity." On the other hand, if the supply curve is 
horizontal, as in the case of curve 55' in Figure 14, any amount of labor 
(within limits) can be obtained at a constant wage rate. Such a curve is 
called "perfectly elastic." 

The short-run supply schedule is drawn up on the assumption that 
population remains constant. Population growth enters into the long-run 
supply curve which will be discussed later in this chapter. 

Classification of Variations 

Much confusion arises in discussions of labor supply because of a 
failure to distinguish properly between a shift in the entire supply curve 
and a movement along the curve. The former should be referred to as a 
"change in labor supply," since "supply" means the whole schedule. The 
latter should be designated as a "change in the amount of labor supplied," 
that is, a movement from one pomi on the supply curve to another. This 
distinction will be clarified if variations in the availability of workers, 
labor time, and labor e£5ciency are considered from the viewpoint of 
whether they do, or do not, involve an actual shift in the supply curve: 

1. A change occurs in the number of workers available in the market. 
a) Such a change may be attributable to factors other than a variation 
in wage rates. For example, war demobilization added millions of GFs 
to the ranks of the labor force. Where the change in numbers of workers 
is attributable to nonwage causes, the whole supply schedule of labor 
shifts its position, either to the right or to the left, depending on whether 
there has been an increase or decrease in the number of workers available 
at given rates. 

b) Additional workers may be induced to enter the labor market 
by the attraction of high wages. To the extent that this is true, there has 
been a movement along a given supply curve. 

2. A change occurs in hours of work. 

a) During World War II, hours of work of nonagricultural em- 
ployees increased from 4l hours in 1940 to a peak of more than 46 hours 
per week in 1943. In part, the willingness to work these longer hours was 
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motivated by a desire to bring the war to a speedy and successful con- 
clusion. That is, the motive of patriotism would have actuated workers 
to accept some lengthening of the workweek with no increase in hourly 
wage rates. To the extent that this was true, there was a shift to the right 
in the labor supply curve. 

b) Workers increase hours of work because of availability of work 
beyond 40 hours at a premium rate of time and a half. This represents 
a movement along a given supply curve. 

3. A change occurs in efficiency. 

a) Music is played in a factory during working hours and as a 
result output increases. There has been a movement of the entire supply 
curve. 

b ) On the other hand, if additional efficiency is forthcoming simply 
as a result of a piece-rate system which rewards additional effort with 
additional compensation, there has merely been a movement along a 
given supply curve. 

The same distinction in terminology, of course, applies to shifts of 
the demand curve for labor and to movements along that curve. 

THE SUPPLY CURVE OF LABOR TO THE FIRM 

The supply of labor may be considered in relation to a particular 
firm, an industry, a locality, or the economy as a whole. The last three 
types of supply curves are "objective.’’ That is, they represent the "actual” 
changes in supply of labor which would accompany given changes in the 
rate of wages, if such variations in supply could be isolated from the 
general flux in the labor market and measured. The supply curve of labor 
to the individual firm, however, is of quite a different nature. The supply 
curve of labor to the individual firm, as this concept is normally used by 
labor economists, is a subjective concept, not an objective fact. It repre- 
sents the expectation of the individual employer as to what the relation- 
ship of wage rates and labor supply will be. Analysis of employer actions 
in the field of labor — as in economics in general — depends on under- 
standing the subjective estimates of the employer as to the interrelation 
of costs, prices, and other variables. The supply curve of labor to the in- 
dividual firm represents the employer’s estimates as to what wage rates 
he will have to pay to obtain varying amounts of labor. 

Of course, we could draw up an objective supply curve of labor for 
the individual firm. The slope of such a curve would reflect, among other 
things, differences in worker preference for specified combinations of 
money income and working conditions, attachment of workers to a 
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familiar workplace or residence, and the size of the firm in question. It 
is more useful, however, for most economic problems to draw up a hypo- 
thetical curve analogous to the demand curves which represent employer 
expectations. These expectations will be derived in part from past ex- 
perience, and therefore many of the elements which would determine the 
shape of the objective supply curve will enter into the employer’s estima- 
tion of the shape of the supply curve of labor as he imagines it to be. 

Labor Supply to a Large Firm 

Because the supply curve of labor to the individual firm reflects the 
estimates of the individual employer, its slope will depend upon the size 
of the particular firm involved. A very large firm may have to recognize 
that any attempt by it to obtain more labor is likely to affect the prevailing 
wage rate in the locality. In order to obtain 1,000 more workers in a local 
labor market where there may be only 10,000 qualified workers available 
in all, a large firm will have to raise wage rates sufficiently to induce 
workers to leave other jobs. Workers will be reluctant to leave jobs in 
other firms without such an inducement, since by leaving their current 
employment they are likely to lose seniority rights and preferential status 
with regard to future promotion, health benefits, pensions, and so forth. 
But when the large firm offers higher wages to attract additional workers, 
this is likely to produce an increase in wage rates in the community gen- 
erally, since other employers will also find it necessary to raise wages in 
order to induce employees to remain. The large firm is thus placed in 
such a position that any increase in rates it may offer to attract additional 
workers will likewise have to be offered to all employees already on its 
own payroll; for if other employers raise rates in retaliation, the large 
firm would not be able to hold its own employees at lower rates. More- 
over, if the workers in the large firm are organized, the union will un- 
doubtedly require uniformity of pay among employees of the same skill. 
Even if the plant were unorganized, management would probably con- 
sider it impracticable from the point of view of employee morale to raise 
rates for new employees without making a corresponding adjustment in 
the rates of old employees. 

The result in such circumstances is that the addition to the total 
labor cost of the firm incidental to the employment of an additional 
worker will exceed the direct labor cost or wage paid to that man. In 
technical language, this means that the marginal cost of labor (i.e., the 
addition to the total cost of labor attributable to the addition of one more 
unit of labor) will exceed the supply price of labor (i.e., the wage offered 
to the additional worker) . Assume that the going rate for labor in the 
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firm is 80 cents an hour and that 100 men are employed at that wage. In 
order to attract additional workers, the wage paid to new workers has to 
be raised to |1. The supply price of additional labor as indicated by the 
labor supply curve therefore will be $1. But if, as a result of this rise in 
the wage, all workers already on the payroll have to be given an increase 
from 80 cents to $1 an hour, the additional cost of $21 (100 X $1.00 + 
$1.00 — $80.00) attributable to hiring an additional worker will be sub- 
stantially in excess of his wage ($1). 

Labor Supply fo a Small Firm 

The small firm will tend to view its supply curve of labor as being 
perfectly "'elastic” over the relevant range — that is, the employer con- 
siders that he can obtain all the additional workers he may need without 
raising wages. His demand is so small relative to the total supply of work- 
ers available that his need for additional workers will not affect wage 
rates generally. This condition of perfect elasticity may also typify the 
supply curve for labor in a large firm in times of substantial unemploy- 
ment. However, the supply curve of the small firm is likely to be perfectly 
elastic even if there is full employment. For even under condition of full 
employment, there are some workers leaving other employment for one 
reason or another, and the small firm may figure it can satisfy its needs 
from this pool of workers without the necessity of paying higher wages 
to draw men away from other firms. Consequently, if the small firm had 
been paying 80 cents an hour to its employees, it estimates that it can 
get additional workers for 80 cents, and therefore the marginal cost of 
the additional labor and its supply price or wage will be the same. The 
fact that the supply curve for labor to the small firm will tend to be 
perfectly elastic, while the supply curve to the large firm is more likely 
to be less than perfectly elastic, influences their respective employment 
policies. This problem will receive attention in Chapter 10 dealing with 
the demand for labor. 

Causes of Rising Labor Supply Curve 

Perhaps the most common cause of a rising supply curve for labor 
is the need for paying higher wages in order to attract workers away 
from other firms. As we have seen, in so far as this is the reason for the 
lack of perfect elasticity in the supply curve, it is more likely to be char- 
acteristic of a large than a small firm. But there are other conditions 
which can produce a rising supply curve for labor, and these are to be 
found in large and small firms alike. For example, an employer may have 
to pay penalty rates for overtime if he wishes to get more hours out of 
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his existing labor force. Additional units of labor time have to be re- 
munerated at a higher price which means that the supply curve for labor 
to the firm is rising. Another condition which will produce a rising supply 
curve for labor is a scarcity of qualified workers. If additional workers 
can be obtained at the prevailing wage, but these workers are less effi- 
cient, the firm is, in effect, paying an increased price per "efficiency unit.” 
A further possible reason for a rising labor supply curve is increasing 
"fringe” expenses made necessary by employment of additional workers. 
For example, if the only additional workers available are women, the 
employer may be compelled to expend funds upon separate lavatory fa- 
cilities, restrooms, and so forth. The result will be that the marginal cost 
of employing these additional workers will exceed the wage paid to them. 

Effect of Union Organization on Supply Curve 

Union contracts customarily fix the wage rates for particular types 
of labor for a given period of time, usually a year. Once the rate is fixed 
in the contract, the employer is obligated to pay it regardless of the 
amount of labor he employs. Thus theoretically a union contract creates 
a perfectly elastic supply curve for labor. 

In practice, however, tire results are sometimes different. In a tight 
labor market, the employer may find that even with a union contract tlie 
only way to get more labor is to hire substandard workers and pay them 
the union rate or to work more overtime. In both cases, his supply curve 
of labor would in effect be rising: in the former case, because he has to 
pay more for less efficient labor; in the latter case, because the additional 
hours worked would have to be compensated at premium rates. On the 
other hand, in times of business depression, the employer may find that 
the union will insist on maintaining rates in the contract but will acquiesce 
in actual cuts below the contract rate. If the employer reduces employ- 
ment, he thereby increases competition for the remaining jobs and is likely 
to find that the fewer workers he needs the lower the wage he will pay — 
indicating a sloping (or rising) supply curve of labor. Unions have, how- 
ever, reduced the tendency for competitive wage cutting among workers 
which characterizes an unorganized labor market, and to that extent they 
have contributed to a greater elasticity in the labor supply curve. 

THE SUPPLY CURVE OF LABOR TO AN INDUSTRY 

The elasticity of supply of labor to an industry will depend pri- 
marily upon the mobility of workers who can be drawn into this industry 
from other industries. Because most skills in modern industry can be 
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fairly quickly acquired, an industry can ordinarily draw workers away 
from other industries if it offers sufficient inducement in the form of 
higher wages. The supply curve of labor for an industry will ordinarily 
be more elastic than the supply curve for labor in a given locality, be- 
cause there will be less resistance to the movement of workers away from 
industry to industry within a given locality than there will be to move- 
ment away from, or into, the locality. The supply curve of labor for an 
industry will ordinarily be more elastic than the supply curve of labor for 
the whole economy, because it will be easier to induce employees to leave 
other industries to work in this particular industry than it will be to in- 
duce additional men, women, and children who are not normally mem- 
bers of the labor force to enter the labor market. 

The supply curve of labor for an industry will be of 2ero elasticity 
— i.e., more workers would not be attracted to the industry no matter 
how high a wage was offered — only in the rare case when the industry 
uses a type of highly skilled labor which is not employed by other indus- 
tries and when the skill is not one which can be easily acquired in a short 
period. It should be observed that even if the elasticity of labor supply 
to a particular industry was zero, an individual employer in such an in- 
dustry might still imagine that the supply curve of labor to his firm was 
perfectly elastic. He might calculate that even though the industry as a 
whole could not obtain more workers, his own needs were so small rela- 
tive to the amount of labor available to the industry that he would be 
able to attract a few additional workers without being compelled to offer 
a higher wage. 

THE SUPPLY CURVE OF LABOR TO A LOCALITY 

The slope of the supply curve of labor to a locality will depend in 
large measure upon the nature and location of the locality in question. 

If a shortage of labor were to develop in New York City, additional 
workers would be attracted from all over the country because of the ad- 
vantages (other than the job opportunity) which New York has to offer. 
On the other hand, if a labor shortage were to develop in a little mill 
town in a backwoods region, even a very high wage rate would not induce - 
many workers to migrate there, leaving their present homes and occupa- 

tion. , 1 • 

Many of the characteristics of the supply curve of labor to a locality 

are also true of the supply curve of labor to the economy as a whole, and 
therefore these aspects can be conveniently considered together in the dis- 
cussion below. 
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THE SUPPLY CURVE OF LABOR FOR THE ECONOMY 

The short-run supply of labor for the economy as a whole is likely 
to be somewhat inelastic above the prevailing wage. That is, a rise in the 
rate of wage offered will not substantially increase the number of work- 
ers available. As soon as all average workmen are employed, the amount 
of labor supplied can be increased only by bringing in submarginal work- 
ers, or people who are not ordinarily part of the labor force — such as 
women, youths, and older men. The additions which can be expected 
from these sources in peacetime, within normal wage ranges, are not very 
large. During World War II, patriotism and the lure of very high wages 
did attract many of these groups into the labor market. Indeed, the de- 
gree of expansion in the labor force for the economy as a whole was 
surprising. Yet because of the relative immobility of labor, bottlenecks 
continued to develop in particular areas which were unable to attract 
sufficient labor despite the attraction of high wages. In other words, the 
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elasticity of labor supply was greater for the economy as a whole than 
it was for particular localities. Under ordinary circumstances, however, 
the contrary would be expected. The elasticity of labor supply in a par- 
ticular locality depends on the mobility of labor both in and out of that 
locality and in and out of the labor force, while the elasticity of labor 
supply for the economy as a whole depends only upon the latter — the 

movement of particular groups of labor in and out of the civilian labor 
force. 

In Figure 15 the prevailing wage rate is indicated along the Y-axis, 
while units of labor supplied are measured along the X-axis. The curve 
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lettered SS^ represents an approximation to the short-run supply curve o£ 
labor for the economy in normal times. 

If we assume that wage rate OP is a bare subsistence wage, then 
below that rate, workers will not be strong enough to work as many hours 
or in as great a number as at wage OP, and the supply curve will there- 
fore reflect this diminution in the number of units of labor supplied by 
sloping sharply to the left. At and slightly above wage OP, we may as- 
sume earnings are very low relative to the standard of living, and as a 
consequence, workers with families will be compelled to send their chil- 
dren to work at an early age. Also many women will have to work at this 
low wage in order to help their husbands support their families. As the 
wage rate is raised to a more satisfactory level, men are better able to 
maintain their families on their own wages. Thus, at a wage of Og, earn- 
ings of the family breadwinner will be sufficient so that children can 
remain in school for more extended education, and women can remain 
in the home. Consequently, the amount of labor offered on the market 
will tend to diminish, and the supply curve will slope to the left. As the 
wage becomes very high — as was the case during the war years — women 
and children will again be induced to enter the labor market. Youths will 
put off entering college for a few years in order to ‘'cash in” on the high 
wages. Older men who were ready to retire will postpone the event in 
order to enlarge their net eggs. Therefore, the supply curve will again 
slope to the right, as is indicated at wage OR. But, again, when the wage 
becomes extremely high, the man of the family will prefer to send his 
children to school and college, and he himself will be less inclined to 
work long hours. As a result, there is likely to be a diminution in the 
amount of labor supplied, and the supply curve will slope backward to 
the left. 

The above analysis of the behavior of the supply of labor at high 
wages is purely speculative. A rise in wage rates invokes conflicting re- 
sponses from various groups in the population. For example, a rise in 
wages may enable many workers to save more and thus retire earlier, but 
on the other hand, it may induce men in retirement to enter the labor 
force for a few years in order to augment their savings. One thing, how- 
ever, seems probable: above the rate at which most regular members of 
the labor force are willing to seek employment, the supply curve of labor 
for the economy under peacetime conditions tends to be inelastic. 

Hours of Work 

The slope of the short-run supply curve of labor will depend, in 
part, upon the relationship between the rate of wages and the number 
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of hours which employees are willing to work. The precise nature of this 
relationship has been the subject of considerable controversy. Assump- 
tions as to its nature have had an important influence upon public policy. 
For example, mercantilist theorists in England in the seventeenth century 
believed that a rise in real wages would be detrimental to the welfare of 
the nation because it would decrease the number of hours that laborers 
would be willing to work. They reasoned that wage earners would work 
only sufficient hours to maintain their existing standard of living. Conse- 
quently, a rise in wages would reduce the amount of work done and 
would, therefore, have a detrimental effect on the productiveness of the 
nation. 

By contrast, our war wage policy was based on the premise that em- 
ployees would work longer hours if they were paid higher wages. Indus- 
trial employees worked, on the average, five more hours a week in 1943 
than in early 1940 when the defense program began. Moreover, payment 
of time and a half for hours worked in excess of a normal 40-hour week 
has become standard industrial practice and has been codified in the Fair 
Labor Standards Act, which requires such overtime rates be paid all em- 
ployees covered by the Act. Premium payments for hours worked in ex- 
cess of the normal workweek are intended to compensate workers for the 
additional burden involved in working longer hours. A longer workday 
or workweek not only spells greater fatigue for the worker but also means 
that he will have less time to devote to his family, recreation, education, 
and other pursuits. It is understandable, therefore, why the average em- 
ployee will work additional hours only if he is remunerated at a higher 
rate. 

But while employees normally will only work additional hours if 
they are paid a higher wage, a higher wage may itself make employees 
less willing to work additional hours! Indeed, in some instances, a higher 
rate of wages may actually induce them to curtail the amount of time 
which they are willing to spend on the job. Suppose John Doe has been 
working 48 hours a week as a carpenter at a wage rate of $2.50 an hour. 
Now his union succeeds in obtaining successive wage increases which 
bring his wage up to $3.00 an hour, or $144.00 for a 48-hour week. At 
this higher income. Doe may now find he can afford to buy an automo- 
bile or a set of golf clubs. And once he makes such purchases, he will 
want time to use them. Leisure time now becomes of increasing impor- 
tance to him. As a consequence, he may seek union pressure to gain a 
reduction in hours of work, or he may find excuses for not showing up at 
work. In other words, in the case of John Doe, carpenter, when wages 
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have reached a certain level, further increases in wages above that level 
will be accompanied by a reduction in the number of hours of work of- 
fered to employers. In the general case, whether workers will be willing 
to work longer hours at a higher rate of pay will depend upon the choice 
which each worker makes between leisure and real income. 


CHANGE IN EFFICIENCY 

The supply of labor can also be varied by a change in efficiency of 
workers. Just as an increase in wage rates may increase the amount of 
labor supplied by inducing additional workers to enter the market, so an 
increase in wage rates may increase the efficiency of a given work force. 
When wages are at a very low level, an increase in wages will tend to 
improve efficiency by contributing to the physical well-being of the work- 
ers. Workers who are well fed and afforded proper housing facilities are 
capable of putting forth more effort than employees whose incomes are 
so low that they cannot properly provide for these basic needs. However, 
once wage rates reach a level at which the worker can maintain a satis- 
factory standard of living, it is doubtful whether further wage increases 
have much effect on efficiency solely by reason of their reaction on physi- 
cal well-being. 

However, without regard to possible improvement in physical con- 
dition, a rise in wages may induce employees to work harder. A positive 
relation between wage increases and increased effort is more likely to be 
found in piece-rate industries than in industries where payment is by the 
hour. If the piece rate is raised, the worker can directly increase his take- 
home pay by producing more units of product, whereas in an industry 
where payment is by the hour, the worker is likely to feel that his in- 
creased effort would simply increase the employer's profit without any 
direct immediate benefit to himself. Thus, it is principally in industries 
using incentive-pay plans that variations in efficiency are likely to have 
any close relationship to changes in wage rates. Approximately 30 per 
cent of the plant workers in manufacturing industries are paid on an in- 
centive basis. 

On the whole, under modern industrial conditions in a high-wage 
economy, wage changes probably have comparatively little effect upon 
worker efficiency. Because of the high degree of mechanization in Ameri- 
can industry, the speed of the production line, rather than individual 
worker effort, is the controlling determinant of labor efficiency. 
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LONG-RUN SUPPLY OF LABOR 

Long-run supply is affected by all the factors operative in the short 
run plus the additional element of population growth. Population growth 
involves the relationship between birth and death rates, on the one hand, 
and immigration and emigration rates, on the other. 

The classical economists viewed the long-run supply of labor as 
highly flexible. They believed that labor supply adjusted itself to "the 
natural price of labor” — i.e., the level of real wages which was necessary 
"to enable laborers one with another to subsist and to perpetuate their 
race without increase or diminution.”^ This wage was conceived of as an 
equilibrium rate. If real wages rose above this subsistence level, births 
would increase, deaths would decrease, population would consequently 
expand, and with an unchanged demand for labor, wage rates would 
necessarily fall. On the other hand, a fall in wage rates below the sub- 
sistence level would produce an increase in deaths and a decrease in births. 
Marriages would be postponed, and married persons would delay having 
children. Consequently, the supply of labor would decline below the 
equilibrium level with the result that wage rates would be bid up to the 
"natural” wage. 

The theory was phrased in terms of a subsistence wage because of 
the belief, then current, that population tended to increase faster than 
the means of subsistence. Population was thought to double itself every 
25 years — thus increasing at a geometrical rate — while food production 
increased only in an arithmetical ratio. However, population was pre- 
vented from getting too far out of line with subsistence by certain "posi- 
tive checks,” such as vice, pestilence, war, and famine, and "preventive 
checks,” such as postponement of marriage. 

Modern population theorists look for no such geometrical increase 
in population growth. On the contrary, the experience of most of the 
older countries in Europe whose populations have neared stability indi- 
cates that the real problem may be one of stimulating population growth 
rather than retarding it. It has been suggested by one writer® that the rate 
of population growth can be represented by a logistic curve — that is, 
populations grow first at an increasing rate, then at a decreasing rate, 
finally approach an asymptote, and may eventually decline. The reason 

^ Ricardo, Pfinciples of Political lEconomy and Taxation, Conner ed. (London: 
George Bell & Sons, 1913), p. 70. 

® R. Pearl, Biology of Population Growth (New York: Alfred A. Knopf Inc 19251 
pp. 11-24, 45-130. 
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suggested for this phenomenon is that increasing density of population 
lessens fertility^ and therefore reduces the birth rate. This explanation, 
however, disregards the observed fact that the most densely populated 
sections of most cities also have the highest birth rates. 

Whatever may be the cause for the retardation of population growth 
in other countries of the world, the fact remains that the trend toward 
retardation of such growth in the United States has been abruptly reversed 
in recent years. The rate of increase in population growth in this country 
between 1940 and 1950 was twice the rate of the 1930’s.® In September, 
1946, the United States Bureau of Census estimated that there would be 
an increase in population of 4.6 million in the 4 years ending June 30, 
1950. The actual increase was more than twice as large.® Population 
growth has been running away from the forecasters! So great is the un- 
certainty now as to how fast our population will grow that the Bureau 
of Census estimate made in 1950 for the year I960 was stated in terms 
of a range of almost 20 million — from a possible low of l6l million to 
a high of 180 million!'^ And estimates for 1975 range from about 218 
million to as much as 228 million. 

In February, 1957, the population of the United States as estimated 
by the Bureau of the Census passed the 170 million mark. On the average 
there is a birth in the United States every 8 seconds, a death every 22 
seconds. Counting the arrival of immigrants (one every 2 minutes) and 
the departure of emigrants (one every 24 minutes) , the population regis- 
ters a net increase of one every 12 seconds. Figure 16 shows the birth and 
death rates of the United States and selected foreign countries in 1956. 
While not immediately apparent from Figure 16, the net rate of popula- 
tion growth in the United States is actually higher than in India, because 
of the high death rate in the latter country. 

Contributing factors in the great upsurge of population have been 
some increase in immigration, deaths below the number anticipated, and 
— most important of all — a bumper crop of babies! In 1947, nearly 4 
million babies were born in this country. This was the largest number of 
babies born in a single year in the United States in the history of the na- 
tion — and 1957 beat that record. Furthermore, in recent years there is 
evidence that the number of children per family is increasing. Couples 
whose parents had only two children are now having three and four 

i Bid., p. 1^5. 

5 Dennis H. Wrong, "The Stork Surprises the Demographers, Commentary, Vol. 

XIV, No. 4 (October, 1952), p. 376. . 

6 Joseph S. Davis, "Our Changed Population Outlook and Its Significance, Amenean 

Economic Review, Vol. XLII (June, 1952), pp. 308-9- 
Wrong, op. cit., p. 381. 
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FIGURE 16 

Birth and Death Rates, United States and Selected Foreign Countries, 1956 
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children. As a result, the population of this country has undergone a 
radical change in size and age composition and basis for future growth. 

Why are people having more children than in prior years .? It seems 
apparent that the answer caimot be found in fertility ratios and logistic 
curves which were relied on by prognosticators in past years. It must now 
be recognized that voluntary control of births is a major factor in deter- 
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mining population trends and that such control can be exercised in the 
direction of increasing families as well as decreasing them. During the 
1930 ’s, planned parenthood probably led to a diminution in the birth 
rate since people felt that they could not afford to raise large families 
in the dire economic circumstances of those years. However, attitudes 
changed with the prosperity of the 1940’s, and the result was a spectacu- 

FIGURE 17 

United States Population — Residence, Households, and Age Composition 
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FIGURE 18 — Continued 
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2,060 

2,498 

Kentucky 

3,011 

3,172 

Louisiana 

2,934 

3,695 

Maine 

906 

916 

Maryland 

2,744 

3,970 

Massachusetts 

4,773 

5,471 

Michigan 

7,326 

10,483 

Minnesota 

3,190 

3,856 

Mississippi 

2,133 

1,999 

Missouri 

4,201 

4,957 

Montana 

629 

755 

Nebraska 

1,394 

1,590 


1955 1970 


(Thousands) 


Nevada 

235 

453 

New Hampshire 

553 

648 

New Jersey. 

5,324 

6,942 

New Mexico 

793 

1,126 

New York 

16,021 

20,023 

North Carolina 

4,344 

5,149 

North Dakota 

643 

710 

Ohio 

8,945 

12,258 

Oklahoma 

2,210 

2,112 

Oregon 

1,685 

2,317 

Pennsylvania 

10,898 

12,508 

Rhode Island 

817 

896 

South Carol ina 

2,308 

2,809 

South Dakota 

683 

776 

Tennessee 

3,414 

3,883 

Texas 

8,748 

11,752 

Utah 

797 

1,151 

Vermont 

370 

368 

Virginia 

3,579 

4,362 

Washington 

2,607 

3,459 

West Virginia 

1,984 

2,015 

Wisconsin 

3,702 

4,606 

Wyoming 

312 

379 

United States 

164,303 

208,346 


The figures shown above represent the civilian population plus the armed forces stationed in 
each area. Armed forces overseas are excluded. These population figures are not intended to be 
predictions but projections based upon assumptions of future changes m the components of population 
change. Data for 1955 are current estimates of the Census Bureau. 

The series shown above for 1970 is a new series based upon the following assumptions: 

1. Migration — 1950-55 levels are assumed to prevail until 1960, then, those levels are assumed 
to change linearly so as to equal the 1940-55 levels by 1970-75 

Fertility - 1954-55 rates prevail until 1960, then, those rates decline linearly to 1950-53 levels 
by 1970-75. State rates were based on national rates 

3. Mortal ity — Projections are tied in with unpublished United States mortality rates furnished by 
the Social Security Administration. 


lar upturn in the birth rate. It is quite possible, therefore, that the birth 
rate will in the future be influenced to a substantial degree by fluctuations 
in wages and earnings which occur over the course of the business cycle. 

The great increase in the number of births in the last decade will — 
regardless of whether or not the present rate is maintained in the im- 
mediate future — leave its imprint on population trends in years to come. 
Thus, in the 1970’s there will be another great upsurge of population 
growth as the girl babies of the 1950’s reach womanhood and bear chil- 
dren. Birth trends do not immediately affect the labor market, but they 
may have a profound effect years later. An illustration of this is the pres- 
ent shortage of new entrants into the labor force. Figure 17 indicates that 
only 7 per cent of the population was aged 15—19 years in 1950, whereas 
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9.4 per cent was included in this age group in 1940. This reduction in new 
entrants — ^which has been further aggravated by the requirements of the 
military services for young men — ^has helped to keep labor in * 'short sup- 
ply,” It is, in turn, a reflection of the drop in the birth date which oc- 
curred in the depression years of the 1930’s. In 1954, fewer persons cele- 
brated their twenty-first birthdays than during any year in the past four 
decades. During the next 8 years, total population will increase at about 
twice the rate of increase of the labor force. In the 1960’s, however, the 
situation will begin to change and the number of persons in the 15-19- 
year category will greatly increase due to the sharp rise in births in the 
1940’s. By 1970 a gain of some 18 per cent in the labor force is foreseen 
by the Census Bureau, while total population will have increased 43 per 
cent.® Figure 18 shows how this population increase will be distributed 
throughout the country. 

SUMMARY 

We have seen how supply is related to wage rates and have con- 
sidered the meaning and content of labor supply from the point of view 
of the firm, the industry, and the economy. In the next chapter we shall 
consider the other side of the picture — the demand for labor. After we 
have explored thoroughly both the demand and supply for labor and their 
relationship to wage levels and employment, we shall be prepared in 
Chapter 11 to tackle the problem of wage determination as it occurs in 
the labor market. 

QUESTIONS FOR DISCUSSION 

1. Discuss how recent changes in population growth will affect labor supply in 
year to come. 

2. Under what circumstances will the supply curve of labor to a firm be elastic? 
Inelastic? Draw a supply curve which is perfectly elastic. Draw a supply curve 
which is less than perfectly elastic. 

3. Discuss the difference between a change in the supply of labor and a change in 
the amount of labor supplied. What circumstances are likely to cause a change 
of the former type ? Of the latter ? 

SUGGESTIONS FOR FURTHER READING 
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More People?” August 9, 1957, pp. 46-54. 

An up-to-date discussion of the population increase potential and the 
areas in which it may be distributed. 
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THE DEMAND FOR LABOR 


During the course of a year, at least 6 million enterprises 
— 3 million farms and as many nonagricultural establishments — use some 
hired labor. How do these employers decide how much labor to employ 
and what price to pay for it ? What determines whether the employer will 
hire more men or use machines to perform a particular job? These are 
problems relating to the demand for labor which we shall consider in the 
following discussion. 

In examining the demand for labor, we shall consider in some detail 
a theory known as the marginal-productivity theory, which attempts to 
explain the determination of the demand for labor. This theory is widely 
held by economic theoreticians, but in recent years it has been attacked as 
unrealistic by a number of labor economists. Despite such criticism, the 
marginal-productivity theory is still a doctrine to be reckoned with in 
any study of the functioning of the labor market. It has demonstrated 
remarkable flexibility, and, as will be pointed out in the following discus- 
sion, its advocates claim that it is quite compatible with some of the newer 
theories of wage determination which emphasize the bargaining aspect 
in wage-employment relationships. In this chapter we shall consider some 
of the merits and shortcomings of this theory and compare it with other 
theories which seek to explain the demand for labor. 

THE WAGES-FUND THEORY 

One of the earliest theories which sought to explain the demand for 
labor was the so-called * Vages-fund” theory which became popular in the 
latter part of the eighteenth century and the first part of the nineteenth 
century in England and France. Economists sought to explain the deter- 
mination of the aggregate amount of funds which employers were pre- 
pared to expend in hiring labor. The amount of such funds available for 
paying wages and salaries was conceived of as substantially fixed at any 
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given period of time. In some discussions, this fund was referred to as 
"capital.” 

The wages-fund theory declared that the rate of wages is determined 
by the ratio between this "capital” and the working population. As ex- 
plained by one famous exponent of the theory, "capital” meant circulat- 
ing capital, and not even the whole of that but only the "part which is 
expended in the direct purchase of labor.” "Wages not only depend upon 
the relative amount of capital and population, but cannot, under the rules 
of competition, be affected by anything else. Wages cannot rise but by an 
increase of the aggregate funds employed in hiring labourers, or a dimi- 
nution in the number of competitors for hire; nor fall, except either by 
a diminution of the funds devoted to paying labour, or by an increase in 
the number of labourers to be paid.”^ 

The wages-fund theory was never clearly formulated, and there was 
much confusion as to the precise meaning of its terminology. Some for- 
mulations of the theory amounted to no more than a truism. To explain 
the rate of wages by saying that it is a result of the proportion between 
the number of employees and the amount expended upon their wages by 
employers is simply to state an arithmetical proposition, not an economic 
theory. On the other hand, to maintain that there is a definite and fixed 
fund which is available for payment of wages is clearly erroneous. Wages- 
fund theorists believed that the fund could not be expanded at the ex- 
pense of profits — that diminution in profits would also reduce the wages 
fund. But this conclusion rested on the implicit assumption that employ- 
ers earned only "normal profits,” that is, profits at the minimum level 
necessary to induce an employer to stay in business. As long as there are 
surplus profits, so that a reduction in profit will not force employers out 
of business, the wages fund can be expanded by diverting profits to wage 
and salary payments. 

Wages-fund theorists, in describing the fund as a "capital,” fre- 
quently confused a capital composed of physical commodities with a 
money capital. Obviously, if the theory relies upon a fixed fund com- 
posed of so many dollars and cents available for expenditure upon labor, 
it can have no validity in a modern economy with an elastic credit system. 
The amount of funds available to pay the wages of labor can always be 
expanded by borrowing from banks if employers are willing to pay the 
market rate of interest. 

But there is a sense in which the wages-fund theory has some valid- 
ity. In our modern economy, most products are produced by roundabout 

IJ. S. Mill, Principles of Political Economy, Ashley (ed.) (London: Longmans, 
Green & Co., 1909), pp* 343-44. 
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methods of production. That is, the various commodities which constitute 
the real wage of labor represent the result of a long '"period of produc- 
tion.” An automobile may come off the production line at River Rouge 
every minute, but this rapid rate of output is made possible only by the 
fact that iron ore was mined years before and that steel was produced 
and fabricated into a huge factory and equipment capable of turning out 
automobiles on a mass-production basis. At any given moment, only a 
certain amount of finished products are emerging from the long produc- 
tion line represented by our entire productive process, just as on the pro- 
duction line at River Rouge most of the cars are in an incomplete stage 
with only a few ready to be driven off and purchased by consumers. 

Workers do not want to buy iron ore, or automobile frames, with 
their wages. They want finished products, ready for use and consumption. 
If the flow of such finished products cannot be substantially increased in 
the short run, an increase in money wages paid to employees may simply 
produce a rise in prices without augmenting workers’ real wages. Thus, 
in the short run, the rate of real wages is, to some extent, limited by the 
size of the "subsistence fund” representing the efforts of past labor which 
must support current labor until new products emerge from the produc- 
tive process. However, such a wages fund is flexible over time. Contrary 
to the view of the proponents of the old wages-fund doctrine, an increase 
in the working population need not reduce the wage rate. On the con- 
trary, when time has permitted the larger number of workers to be better 
organized so as to achieve a mote efficient division of labor, there may be 
an increase in current output of finished goods which will raise the level 
of real wages. 

The wages-fund theory was originally propounded as a means of 
explaining the determination of the level of real wages. In time, however, 
it was converted into a doctrine which could be used to prove that at- 
tempts by workers to raise their real wages were futile. This perversion of 
the doctrine ultimately led to its recantation by one of its famous pro- 
ponents. He conceded that the wages fund was not fixed, that the whole 
of the capitalists’ means was potentially capital (in the sense of advances 
to labor), and that the amount which actually became capital depended 
on capitalists’ personal expenditures.^ 

THE MARGINAL-PRODUCTIVITY THEORY 

Following the demise of the wages-fund doctrine, the marginal-pro- 
ductivity theory became the theory generally applied by economists to ex- 

^The recantation was made by John Stuart Mill. See E. Roll, A History of Bconomic 
Thought (rev, ed.; New York: Prentice-Hall, Inc, 1942)', p. 402. 
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plain the demand for labor. According to this theory, employers have a 
"'demand for labor” just as they have a demand for coal, or electricity, 
or raw materials, or any other of the "means of production” which are 
required to manufacture a finished product. In considering labor as a 
"means of production,” these economists do not, of course, overlook the 
fact that labor is highly personalized and, therefore, for many problems 
in the field of labor economics, cannot be treated as the equivalent of so 
many hours of "energy” on the same level as a lifeless thing like a ma- 
chine. However, they contend that from the point of view of an employer 
seeking to operate his plant in the most efficient manner possible, the 
outlay for labor is a cost of production in the same sense as the outlay for 
electricity or raw materials. 

No matter how understanding an employer may be in dealing with 
his personnel, the exigencies of market competition compel him to at- 
tempt to obtain maximum output at minimum cost from available factors 
of production. In so doing, the employer will find it advantageous to 
consider whether or not he would be better off if he used a little less labor 
and more machinery, or perhaps more labor and wasted less material, 
and so on. Thus, in the employer's calculations, labor becomes merely one 
of the many factors which can be combined in various proportions to yield 
varying amounts of physical output. 

What determines an employer's demand for labor, according to 
this theory ? Marginal-productivity theorists point out that an employer's 
demand for labor is obviously not determined simply by the physical re- 
quirements for production in a given plant. Most plants in our country 
could physically turn out a larger quantity of goods than they do and 
could physically utilize larger work forces. The reason they do not do so 
must be because at some point it becomes unprofitable to produce a larger 
amount — either because costs rise or prices fall, or both. Therefore an 
employer's determination as to actual output must be made with an eye 
on revenue and costs. Likewise, an employer's utilization of labor must 
be determined by weighing the cost of employing additional labor against 
the contribution which the added labor is expected to make to the revenue 
of the firm. 

Of course, any such determination made by employers must of ne- 
cessity be very rough and approximate. The average employer cannot 
estimate accurately the marginal contribution to revenue which will be 
made by employment of additional labor. Revenues depend not only upon 
output but also upon prices, and prices are, of course, subject to constant 
change and fluctuations in our economy. Nevertheless, these economists 
argue, as a general rule of economic conduct, it would seem logical to 
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assume that if employers wish to maximize their profits, they will hire 
additional labor only if its cost is less than the anticipated marginal con- 
tribution of the labor to the revenue of the firm. 

This principle of weighing marginal revenue contributed by a fac- 
tor against the added cost incurred through its use is the heart of mar- 
ginal-productivity theory. The marginal-productivity theory is generally 
stated in the form of two propositions: (1) employers will not ordinarily 
pay labor (or any other factor of production) more than that factor adds 
to the revenue of the firm; and (2) the forces of competition tend to 
make employers pay labor (or any other factor) a wage (or price) ap- 
proximately equal to the full value of its marginal contribution to the 
revenue of the firm, except in certain special circumstances which we 
shall consider at a later point in this discussion. 

It is important to note that the theory states only a tendency. In a 
dynamic society such as ours, where prices are always changing, the con- 
tribution which employment of additional quantities of labor will make 
to the revenue of a firm is also subject to continual change. Employers, 
however, do not change wages or hire or fire workers every time they 
make a price change. Consequently, the most that can be expected is that 
whenever employers make adjustments in output, size of the plant, labor 
force, and capital equipment, they will do so with the objective in mind 
of attempting to secure as close an equivalence as possible between the 
"marginal cost” of a factor of production — that is, the additional cost 
incurred by employing an additional unit of a factor of production — and 
the marginal revenue product of the factor — that is, the addition to rev- 
enue of the firm attributable to employment of the additional unit of the 
factor. 


The Role of Profit Maximization 

The two propositions of the marginal-productivity theory stated 
above are simply logical deductions from a premise basic to the theory, 
namely, that businessmen normally seek to maximize profits. As we shall 
see later in this chapter, a businessman who finds that with a given amount 
of labor he is obtaining a marginal revenue product in excess of the mar- 
ginal cost of labor can actually increase his profit by employing more 
labor until the marginal cost and marginal revenue product of labor are 
equated. Therefore, if businessmen are interested in maximizing profits 
and if they attempt to make estimates of cost and revenue of the marginal 
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type which we have considered, there would be some tendency for the 
wage of labor to approximate the marginal revenue product of labor in 
the particular firms in which it is employed. 

Not all businessmen, however, are motivated by the desire to maxi- 
mize profits. Recent studies have indicated that the desire for prestige, 
for power, and for security may be dominant motives in the minds of 
many employers. Such motives may frequently dictate a policy which is 
inconsistent with maximizing profit. For example, some businesses may 
expand and thereby add to their labor force, even though such additional 
expansion is unprofitable. The employer may recognize such expansion 
is uneconomic but may be motivated by the desire to operate the biggest 
company in the field, or to dominate a particular geographic area. Other 
employers may be unwilling to expand even though they could increase 
profits by such action. The reason may be that they prize security and 
liquidity, or perhaps they may simply have become satisfied that they 
have grown enough and are unwilling to assume the additional burdens 
and worries that are the concomitants of big business. 

Sometimes, of course, the employer will pursue actions which from 
a short-run point of view do not maximize profits but which make good 
economic sense from a long-run point of view. For example, suppose 
there is a downturn in business and the employer must face the question 
whether or not to lay off certain employees. If prices for the employer's 
product have fallen, it is possible that the wage of these men will now 
exceed the marginal contribution which their services make to the reve- 
nue of the firm. Therefore from the point of view of maximizing short- 
run profits or minimizing losses, the employer would be expected to lay 
off these employees. If he chooses to keep them on the payroll, he may 
be motivated by personal relations with the employees, or a sense of com- 
munity responsibility. On the other hand, he may also figure that if he 
lays off these men and later business picks up again, he may need these 
particular men and may find it difficult to rehire them, since they may 
have found employment elsewhere. 

Employer motivation is complex. Marginal-productivity theorists 
concede that motives and objectives other than profit maximization influ- 
ence employer behavior, but they contend nevertheless that the behavior 
of most employers can best be explained in terms of long-run profit max- 
imization. Critics of the theory, however, take issue with this assumption 
and argue that noneconomic motivation is so common that a realistic 
theory cannot be based on profit maximization. Here is the first of the 
major cleavages between this theory and other theories of labor demand. 
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Long-Run Adjustments 

The marginal-productivity theory is a theory o£ long-run tenden- 
cies. As we have already observed, employer behavior which appears un- 
economic from the short-run point of view may actually be designed to 
maximize profits in the long run. Moreover, in the short run, employers 
cannot freely change the combination of the factors of production. Sup- 
pose an employer has been producing a product using ten men and a 
machine. If the price of labor doubles, he may find that he would be 
better oflf using half as much labor and a larger, more complicated ma- 
chine. But it may be impracticable for him to junk his existing machine 
immediately, or possibly the larger machine cannot be accommodated 
in his existing plant. Consequently, several years may elapse before he 
is able to make the adjustment which the marginal-productivity theory 
states that he should make if he wishes to maximize profit. 

DEMAND FOR LABOR IN THE INDIVIDUAL FIRM 

The marginal-productivity theory may be considered from the point 
of view of the individual firm or of the economy as a whole; or, stated 
another way, marginal-productivity principles determine the nature of 
the demand curve for labor, and the demand curve for labor may be 
viewed from the point of view of the individual employer or of the 
economy as a whole. In the following discussion, we shall be concerned 
only with the application of marginal-productivity principles by the in- 
dividual employer. At a later point in this chapter, we shall consider the 
problem of applying marginal-productivity principles to the economy as 
a whole. 

In the context of individual firm analysis, the marginal contribution 
of a factor is determined by its effect on the revenue of the particular 
firm. If we say, as a paraphrase of the theory, that employers try to pay 
labor what it is 'worth,” the term worth must be understood in a strictly 
economic sense without any moral or social connotations. The advertising 
executive who thinks up new slogans for dog food has a high "worth” 
to his agency because his efforts add a lot to the revenue of the firm. The 
value of his "product” from the social point of view may be nil. The 
marginal-productivity theory was originally enunciated in terms of a the- 
oretical economy in which perfect competition prevailed. In such a sys- 
tem, factors of production would tend to be allocated in a manner such 
that the optimum aggregate national product would be obtained, and 
the value of the marginal product of particular employees would be some 
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index of its social worth. This theoretical problem need not concern us, 
however, at this point. We know that our economy is not perfectly com- 
petitive nor is there such a tendency in that direction to warrant using 
perfect competition as a norm in our discussion. 

Significance of Monopolistic Competition 

In the following analysis we shall assume — ^what is a fact — that we 
have an economy characterized by * ‘monopolistic competition.'* In such 
an economy there is in each industry a number of firms each selling a 
product which is slightly differentiated from the other. Each producer is 
in competition with other producers, but to some extent he is a monopolist 
in his own little market. Hence the term “monopolistic competition." If 
the individual producer raises his price, he does not lose all his customers 
because some customers still prefer his product and will pay the higher 
price. In other words, while there are competitive products, they are not 
perfect substitutes in the minds of consumers, and to the extent that such 
substitution is imperfect, the individual producer is somewhat in the posi- 
tion of a monopolist who can raise his price without losing customers 
because he has a monopoly of the product. Similarly, when the individual 
producer lowers his price, he increases his business but does not take away 
all his competitors' business because some of their customers will remain 
loyal and buy their products despite this producer's price reduction. 

We may assume, therefore, that the average employer with whom 
we shall be concerned will, in estimating his labor requirements, have in 
mind the fact that additional units of his product can be sold only at a 
lower price which is required in order to take away some of the business 
from his monopolistic competitors and make it possible to market the 
larger volume. If additional output can be sold at a lower price, this will 
also mean that the marginal contribution to revenue made by additional 
employees will tend to decline. Therefore the more workers the employer 
hires, the less he can afford to pay to each additional worker. In geometric 
terms this means that the employer will have a downward sloping demand 
curve for labor. 

Geometry versus Reality 

Of course, employers do not normally think in terms of geometrical 
curves. As a matter of fact, they usually would not even have sufficient 
data to plot a demand curve for labor if they wanted to ! The concept of 
a demand curve for labor is simply an aid which helps economists to un- 
derstand how employers make decisions involving the employment of 
labor. The employer must have some rough idea of the various wages he 
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would be willing to pay for varying amounts of labor based upon his 
estimates of the additional revenue which such labor could produce for 
him. The demand curve for labor is simply a geometric representation of 
this idea. 

The demand curve for labor of a hypothetical employer is shown 
by line DD in Figure 19. The demand curve for labor shows the various 
amounts of labor which the employer would be willing to employ at vari- 
ous wage levels. The lower the wage level, the more labor the individual 
employer feels he can profitably employ. Thus at the wage of $2.00, this 

FIGURE 19 

Demand Curve for Labor 


Y 

D' 



employer estimates he could employ only OQ units of labor, whereas if 
the wage rate falls to $1.00, he would employ OS units of labor. Such 
increases are referred to as changes in the quantity of labor demanded 
because they involve changes along a given demand curve. Sometimes, 
however, the entire demand curve for labor will shift. This may happen, 
for example, when there is an upturn in business, such as occurs during 
the business cycle. A shift in the demand curve for labor means that at 
every wage rate the employer is now willing to hire more labor than he 
was previously. For example, in Figure 19, if the demand curve shifts to 
position D'D\ then at the wage of $2.00 the employer will demand OR 
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units of labor instead of the smaller amount OQ indicated by the previous 
position of the demand curve. This situation involves an increase in the 
demand for labor, whereas increased employment due to a reduction in 
wage rates is distinguished by economists as an increase in the (Quantity of 
labor demanded. A similar distinction in terminology was met in the last 
chapter in connection with changes in supply. 

THE LAWS OF PRODUCTION 

We have seen that in monopolistic competition the demand curve 
for labor is downward sloping because of conditions in the market for 
the employer’s product. There is also another and more fundamental rea- 
son why the demand curve for labor has this shape. This is found in the 
so-called laws of production — the law of diminishing returns and the law 
of scale. These two laws would have the effect of producing a downward 
sloping demand curve for labor even if the employer estimated that he 
could sell additional units of his product with no reduction in price. These 
laws affect the amount of additional physical product which can be pro- 
duced by adding additional amounts of one factor of production to other 
factors. They are laws of physical, not monetary, returns. 

The Law of Diminishing Returns 

The law of diminishing returns is concerned with the effect on total 
output of adding successive amounts of one factor of production to an- 
other factor or group of factors which is held constant in amount. Thus 
we may wish to know the effect on total product of adding additional 
workers to assist in the cultivation of one acre of corn. Or we may wish 
to know the behavior of total output of shoes as the amount of capital 
per worker is increased. The universal rule in such cases is that, with a 
given state of technology, the application of successive units of any vari- 
able factor to another fixed factor will, after a certain point is reached, 
yield less than proportionate returns. Or to put the proposition a little 
differently, additional units of labor added to another factor, say, capital, 
will beyond a certain point (i.e., the point of diminishing returns) pro- 
duce diminishing marginal increments in total physical product. 

Significance for Marginal-Productivity Theory 

This law of diminishing returns is of fundamental importance to 
marginal-productivity determination. Its relation to marginal-produc- 
tivity theory can best be illustrated if, for the moment, we direct our 
attention exclusively to physical product. Suppose that additional units 
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of product can be sold at the same price so that the employer is concerned 
primarily with the changes in total physical product attributable to em- 
ployment of additional labor. Suppose, further, that labor itself is paid 
in physical product rather than in money. Under these conditions, the 
marginal-productivity theory would say that there is a tendency for the 
wage of labor to equal the marginal physical product which it produces. 

There could be no such tendency, however, if industry operated in 
a range of increasing, rather than diminishing, physical returns. This can 
be seen from the following example which illustrates production under 
increasing returns. If increasing returns prevail, the addition of more 
labor to a fixed amount of another factor will produce more than pro- 
portionate increases in total product with the result that the marginal 
physical product of labor will continually rise. The marginal physical 
product of labor is the increase in total product attributable to the addi- 
tion of a unit of labor. Suppose that all workers are of equal ability (so 
that they have to be paid the same wage) and that employment of addi- 
tional labor increases total product as follows: 


Men 

Total 

Product 

Marginal 

Product 

1 

4 


2 

XO 

6 

3 

17 

7 

4 

25 

8 



The addition of a fourth worker increases output by 8 units. But the 
employer could not afford to pay a wage rate equivalent to 8 units of 
product, since all workers have to be paid the same wage, and payment 
of an hourly wage of 8 units of output would involve a wage bill of 32 
units, which is in excess of total product. 

In practice, employers operate within the range of diminishing re- 
turns. Therefore, the marginal product of labor will be decreasing, not 
increasing, as in the above hypothetical example. In the following illus- 
tration, the addition of the fourth man increases total product from 14 to 
17 units: 


Men 

Total 

Product 

Marginal 

Product 

1 

4 


2 

10 

5 

3 

14 

4 

4 

17 

a 


D 





THE DEMAND FOR LABOR • 299 

The marginal physical product (i,e., the increase in total product attribu- 
table to the addition of the last unit of variable factor) of the fourth man 
is 3 units, and the employer therefore can profitably pay up to 3 units as 
his wage. Because of diminishing returns, the wage bill will not exhaust 
total product— the wage bill would be only 12, while the total product 
would be 17. Moreover, there would be a limit to the output of the firm 
— there would be no incentive to expand output beyond the point at 
which the marginal product of labor equaled its wage. The demand curve 
for labor under these circumstances would be downward sloping — even 
though prices were not affected by increasing output — simply because 
the marginal contribution to total physical product made by additional 
workers was declining, and therefore the wage which the employer could 
afford to pay for such additional labor would also decrease as employ- 
ment rose. 


The Law of Scale 

The law of diminishing returns, as we have seen, is concerned with 
the effect upon total physical output of adding increasing amounts of 
variable factors to an unchanging amount of a fixed factor. The law of 
scale, on the other hand, concerns the effect upon total product of in- 
creasing all factors together in the same proportion. For example, if we 
double the amount of capital and the quantity of labor and the amount 
of land, will output likewise double ? Will the increase in total product 
be greater or less than in proportion to the increase in the quantity of 
factors ? 

Significance for Marginal-Producfivify Theory 

Why is this problem relevant to marginal-productivity determina- 
tion ? The size of the marginal physical product contributed by a particu- 
lar worker will depend upon the size of the establishment in which he is 
employed. Take the example of Jones, the shoemaker. If Jones is em- 
ployed in an establishment having only ten employees, chances are that 
most of his work will be done by hand. Moreover, he will probably have 
to make the entire shoe himself, since the number of employees will be 
too small to permit efficient division of labor. However, as the size of the 
establishment grows, there will come a point — say, when a hundred men 
are employed — at which it will pay the employer to utilize expensive ma- 
chinery designed to perform individual operations such as lasting, cut- 
ting, and so on. Moreover, the workers can be arranged in a production 
line, each worker performing only a specialized operation at which he 
soon becomes highly proficient. 
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As a result of the introduction of machinery and division of labor, 
efficiency of operation will increase. Consequently, the physical produc- 
tivity of a worker in the large factory will be greater than the physical 
productivity of a worker in the small plant. Here we have a situation in 
which an increase in the amoimt of labor and capital produces a more 
than proportionate increase in total output. This consequence is funda- 
mentally attributable to the fact that machinery can only be introduced 
in "chunks.” A conveyor belt and production line cannot be advantage- 
ously used with only ten employees, and the small firm cannot use half a 
machine. As the size of a firm grows, various "indivisible” chunks of 
other factors become profitable to use, and such utilization, impracticable 
in a smaller plant, may produce a substantial improvement in efficiency. 

However, if such improvement were a continuing possibility as a 
function of increasing scale, there would be no limit to the size of firms. 
Our economy would be composed of giant monopolies, each supreme in 
its own field. Obviously, this eventuality has not occurred. The reason is 
that as a firm grows in size, the problems of organization, supervision, 
and co-ordination grow in complexity. Management becomes farther and 
farther removed from actual operations as the hierarchy of minor official- 
dom grows. As a consequence, beyond a certain size — ^which varies by 
industry — inefficiency develops and the rate of increase in total product 
becomes less than proportionate to the increase in quantity of all factors 
used. 

Another reason for the eventual decline in rate of growth of total 
output as size of firm grows is that beyond a certain point it is not possible 
to increase entrepreneurship in the same proportion as other factors. Men 
who can efficiently manage million-dollar enterprises are few and far be- 
tween. Consequently, as existing management finds it must itself co-ordi- 
nate larger quantities of labor and capital, inefficiency develops. This is 
simply a reflection of the operation of the law of diminishing returns — 
increasing amounts of labor and capital added to the unchanging factor 
of entrepreneurship result in diminishing returns in terms of total output. 

Thus the law of scale and the law of diminishing returns set im- 
portant limitations on the proportion and amount of factors which will 
be used in individual firms. Were it not for the law of diminishin g re- 
turns there would be no limit to the output of a firm; were it not for the 
law of scale there would be no limit to the amount of all factors which 
could profitably be combined under one management. These laws, there- 
fore, play an important role in determining the physical environment in 
which labor will work and thereby influence the size of physical product 
which will be attributable to the efforts of particular workers. 
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MARGINAL-PRODUCTIVITY CALCULATIONS 

Few employers ever heard of marginal productivity; yet they are 
called upon to apply the principles of this doctrine almost every day in 
the conduct of their business affairs. John Doe, a machine operator, ap- 
plies to a broom factory for a job. Should the employer hire him or not.^ 
The mental calculation of the employer faced by this problem will in sub- 
stance be no different from that which he would make in determining 
the desirability of undertaking any other type of acquisition for the plant. 
The question in each case is: will purchase of the additional unit or units 
of the productive resource increase the revenue of the firm by an amount 
in excess of the addition to cost incidental to its employment ? If the addi- 
tion promises to augment profits, so calculated, the resource will be ac- 
quired; if not, the opportunity to purchase will be foregone. 

Approximate Nature of Calculation 

Obviously, the calculation must ordinarily be approximate, and 
often highly conjectural. Determination of Doe's anticipated marginal 
contribution to the firm would be facilitated if three conditions were 
satisfied: (l) if his employment did not require use of additional ma- 
terial or capital so that his contribution would be net without deduction 
for incidental expenses; (2) if the increment in output attributable to 
his employment could be measured in distinct separable completed physi- 
cal units; (3) if the price at which the increased output could be sold 
could be accurately forecast. In practice, these conditions are never real- 
ized, so that, at best, the employer's calculation o£ the marginal worth of 
an employee must remain in the realm of approximation. 

In a Robinson Crusoe economy where Crusoe had merely to evaluate 
the worth of the services of one man Friday, the marginal product of 
labor could be determined with fair precision. In a typical modern fac- 
tory, however, where thousands of employees, aided by complex ma- 
chinery, together pool their efforts to produce a joint product, the con- 
tribution of the individual employee becomes indistinct. Nevertheless, 
employers must make some estimate of the worth of additional employees. 

Sometimes the employer gets some help from industry averages sup- 
plied by his employers' association. Such statistics may show him what 
other firms pay for labor or what is regarded as a safe percentage for 
payroll in relation to sales. But in the final analysis, each employer must 
decide for himself, based upon his own peculiar circumstances, what the 
worth is to him of additional labor. Employers do make such estimates, 
since we know that employers do not go on hiring workers without limit. 
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Nature of Marginal-Productivity Calculations 

Table 17 is intended to clarify and elaborate the nature of the short- 
hand calculation which the marginal-productivity theory assumes em- 
ployers make in determining the volume of employment in a firm. Few 
employers would have available such a detailed schedule as is here as- 
sumed, but the detailed figures will serve to illustrate more clearly the 
basic principles involved in marginal-productivity determination. 

Assume that our factory produces brooms and that the relationship 
between employment, physical product, and revenue is estimated by the 
employer to be as shown in Table 17. Consider first columns 1, 2, and 
3 of Table 17. As additional units of labor are added to unchanging 
amounts of the other factors, the total physical product increases, at first 
more than in proportion to the increase in labor and subsequently less 
than in proportion to the increase in labor. Eventually as more and more 
labor was hired, total product might actually decrease. This might be 
attributable to the fact that with, say, 10 men and a limited amount of 


TABLE 17 

Marginal-Productivity Calculations 
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50 

30 
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3 
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20 
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70 
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45 
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85 

15 
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45 
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5 
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10 

2 

20 
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“65 

6 

100 

5 

1 

5 

100 

-90 


machinery, the men would get in each other’s way with the result that 
total output would be curtailed. The variation in total product and mar- 
ginal physical product shown in the table reflects the operation of the 
law of diminishing returns. If labor was paid in brooms and the rate of 
wages established in the market was 16 brooms, this employer could af- 
ford to hire only 3 workers. With 3 workers on his force, the employer 
gets production of 70 brooms, the third employee having increased pro- 
duction by 20 brooms. But the addition of a fourth worker would increase 
output only to 85 brooms. Fifteen brooms is therefore the marginal phy- 
sical product attributable to the fourth worker, i.e., it is the increment in 
total physical production attributable to the employment of an additional 
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unit of the variable factor. If wages are paid in brooms, the employer 
cannot afford to pay this man 16 brooms when he adds only 1 5 brooms to 
the output of the firm. 

Value of the Marginal Physical Product of Labor 

Since in a modern capitalistic economy labor is paid in money wages 
and not in physical product, employers must estimate the money value of 
the physical contribution made by additional units of labor. The value 
of the marginal physical product of labor is obtained by multiplying mar- 
ginal physical product (col. 3) by price per unit of product (col. 4) . This 
figure would be a fair index of the value to an employer of the additional 
output produced by additional units of labor if the additional output 
could be sold without any reduction in price as compared with a smaller 
output. In other words, if an employer assumed that he could market 
additional units of product at a constant price, he could afford to pay 
labor a wage just a trifle less than the price per unit of such additional 
output and still make a profit. This is the situation which exists in what 
economists call "perfect competition.” In perfect competition, each firm 
is small and produces only a minor portion of the output in a particular 
industry. Furthermore, unlike monopolistic competition, the product of 
each firm in the industry is indistinguishable from the product of any 
other producer. As a consequence, the individual employer assumes that 
if he produces a little more, the addition to the total output of the entire 
industry will be so slight that it will not affect market price. This situation 
may exist in the case of farmers producing wheat. Each farmer feels that 
his output is so small relative to the total output of the industry that he 
can produce and sell almost any amount of wheat at the same price. In 
geometric terms, this would mean that the farmer assumes his demand 
curve for wheat is horizontal, if we were to plot price of product along 
the Y-axis and quantities expected to be sold along the X-axis. In perfect 
competition, the individual employer would hire workers until the wage 
was approximately equal to the value of marginal physical product added 
by the last worker hired. 

The Marginal Revenue Product of Labor 

However, under monopolistic competition, the value of the mar- 
ginal physical product of labor is not a fair index of the value to an 
employer of the additional units produced by added labor because the 
additional output can be sold only at a lower price, and this lowers not 
only the price for the additional units but also the price for all other units 
of the firm’s production. Therefore, we must determine what is the net 
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amount added to the revenue of the firm by the employment of the addi- 
tional labor. This figure is supplied by the marginal revenue product (col. 
7) . The marginal revenue product of labor is calculated either by finding 
the difference between total revenue obtained with a given amount of 
labor and that obtained with a smaller amount of labor or by subtracting 
from the value of the marginal physical product the loss in revenue, if 
any, on units of product produced without use of the additional units of 
the factor, when the loss is caused by a fall in price because of the aug- 
mented output. 

If the wage rate for broommakers were established in the market at 
$30, this firm could afford to employ only three men. The marginal rev- 
enue product (col. 7) for the fourth man is only $10. It would not be 
profitable for this firm to employ the fourth man since his employment 
would cost the firm more than he adds to revenue. The employment of 
the third worker results in production of 20 extra units which can be 
sold only by taking a reduction in price from $4 to $3.50. The value of 
the marginal physical product is $70 (col. 4 multiplied by col. 3). But 
the reduced price is applicable as well to the 50 units which could have 
been produced without the extra man, and therefore the loss of revenue 
on these units of $25 (50 multiplied by one half equals 25) must be sub- 
tracted from $70, leaving $45 as the marginal revenue attributable to 
use of the third worker. Thus it is apparent that in monopolistic competi- 
tion a worker cannot be paid the value of his marginal physical product, 
since this would exceed the amount of his marginal revenue contribution 
to the firm. It is therefore with reference to the marginal revenue product 
of labor that the employer will make his employment decisions. 

CONDITIONS OF PROFIT MAXIMIZATION IN THE 
INDIVIDUAL FIRM 

The principles of marginal-productivity determination elucidated 
in the foregoing computations are illustrated in geometric form in Figure 
20. The line marked MRP represents the marginal revenue product ob- 
tained from employment of varying amounts of labor. This curve there- 
fore indicates the value to the employer of varying amounts of labor and 
is identical with his demand curve for labor. For OB units of labor, the 
estimated marginal revenue is BQ, and as more labor is employed the 
marginal revenue product falls so that for OD units of labor the marginal 
revenue product is equal to DL. Suppose now a wage for this type of 
labor is established in the market of OA dollars. Suppose further that 
the employer can obtain any number of men he needs at this same wage 
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FIGURE 20 


Profit Maximization in the Individual Firm 
MRP 



level. The wage is therefore constant regardless of the number of units 
of labor employed. This circumstance is shown by the horizontal line AC. 
This line is called the supply curve of labor because it indicates the amount 
of labor that will be supplied at a given wage. It also indicates the aver- 
age cost to the employer of hiring additional units of labor. Since in the 
present case it has been assumed that each additional unit of labor can be 
obtained with no increase in price, the average cost and the marginal cost 
of each unit of labor is identical. The line AC therefore represents to the 
employer both the average cost and marginal cost of hiring additional 
labor. At a later point in this discussion we shall find that under different 
circumstances the average cost and marginal cost of labor may diverge. 

Determination of Optimum Employment 

With a demand curve and supply curve for labor as shown in Figure 
20, what amount of labor will yield maximum profits for the employer? 
Suppose he employs only OB units. For this amount, the marginal revenue 
product BQ is well above the cost RB, and it might therefore be thought 
that this amount would yield a maximum profit to the employer. But note 
that if the employer uses a little more labor, although marginal revenue 
product falls with each additional unit of labor utilized, he can neverthe- 
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less increase profits as long as the marginal revenue product of labor 
remains above its cost. This will be so until we come to the point of inter- 
section of the marginal revenue curve and the wage. For any amount of 
labor less than OD the employer can increase his profit by using more 
labor, and for any amount of labor greater than OD the employer will 
be losing money since he will be paying labor in wages more than it 
produces for him in revenue. 

The point of equality of marginal revenue product and wage is 
therefore the point of maximum profit for the employer. Under the as- 
sumed circumstances of a horizontal supply curve for labor, the employer 
who is interested in obtaining the largest profit will seek to utilize that 
amount of labor for which the marginal revenue product of the last 
worker employed is approximately equal to his wage. If the employer 
follows this rule, ordinarily a reduction of wage rates will induce him 
to increase employment of labor, while an increase in wage rates will 
induce him to curtail employment of labor. This reaction is to be ex- 
pected, however, only with a given marginal revenue product curve. If 
there should be an increase in wage rates concurrently with an increase 
in demand for labor (i.e., a shift to the right of the entire demand curve 
for labor), then it is quite possible that the wage increase will not pro- 
duce any reduction in employment and, indeed, may even be associated 
with an increase in employment. This is frequently the case, as we shall 
see in our discussion in later chapters of wage changes during the business 
cycle. Increases in wage rates usually occur in periods when business is 
booming and the demand for labor is increasing. In such circumstances, 
there is no immediate inducement for employers to curtail employment 
in response to the increased cost of labor. The marginal-productivity 
theory therefore is quite consistent with the observed pattern of wage- 
employment relationships which develops over the period of the business 
cycle. 

We have seen that maximum profits are obtained by the employer 
if he attempts to hire an amount of labor such that the marginal revenue 
product of the last man hired will approximate his wage. This principle 
is applicable to all factors of production which the employer utilizes. The 
marginal-productivity theory assumes that wherever possible the employer 
will attempt to obtain maximum output at minimum cost. If he can do 
this by using more of one factor of production rather than another he will 
do so. The decisive consideration in each case is the contribution to reve- 
nues in comparison with costs. For maximum profits, the employer should 
utilize the various factors of production so that the ratio of the marginal 
revenue product of each factor to its cost will equal the ratio of mar- 
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ginal revenue product to cost of other factors. Of course, if the employer 
is able to use an amount of each factor such that its marginal revenue 
product is equal to its cost, then automatically the former condition of 
equality of ratios of respective marginal revenue products and costs will 
be satisfied. 

EXPLOITATION OF LABOR* 

The marginal-productivity theory assumes that there is a long-run 
tendency toward equality between the wage of labor and its marginal 
revenue product in the individual firm. Normally the employer obtains 
his maximum profit by seeking to achieve this position. As we have seen, 
if the wage is below the marginal revenue product, it will pay him to 
increase output and employment to a point where this discrepancy is 
eliminated and the equality between wage and marginal revenue product 
is established. However, the marginal-productivity theory recognizes that 
there may be certain situations in which a discrepancy can develop be- 
tween marginal revenue product and wage which will be profitable for 
the employer to maintain, so that there will be no tendency to the normal 
equilibrium position of equality of wage and marginal revenue product. 
These exceptions from the general rule are referred to by economists as 
cases of exploitation of labor. 

The term ' 'exploitation'* is used by economists simply to denote a 
condition in which labor will be paid a wage less than its marginal rev- 
enue product. It is a technical definition without social connotations. It 
has no necessary connection with the level of wage rates. The distress- 
ingly low rates paid to labor in some southern industries may present an 
acute labor problem, but the low rate is not itself any evidence of ''ex- 
ploitation" as the economist uses that term. Indeed, we shall see that 
exploitation of labor, as we have defined it, is as likely to be encountered 
where wages are high as where they are low. 

Rising Supply Curve of Labor 

Perhaps the most common source of exploitation is the lack of per- 
fect elasticity in the supply curve for labor. In the preceding discussion 
it was assumed that the supply curve for labor was horizontal (i.e., per- 
fectly elastic) , but frequently this will not be the case. For example, a 
firm may require such a substantial proportion of a particular type of 

3 For a detailed discussion of this subject, the reader is referred to G. F. Bloom, ''A 
Reconsideration of the Theory of Exploitation,*’ Quarterly Journal of Economics, Vol. LV 
(1941), pp. 413-42. 
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labor in an area that it will have to offer higher wage rates when it wants 
additional labor in order to attract workers away from other companies. 
This is particularly likely in cases of skilled labor which is in short sup- 
ply. The type of exploitation here considered may therefore be more 
common where wage rates are high rather than low, as it is a result of 
scarcity in the labor market. In cases of such short supply, a firm, in 
estimating its labor requirements, will take into account the fact that its 
demand for labor affects the market price of labor. The firm which is a 
large enough buyer of a particular class of labor so that its demand will 
affect the price of labor is termed a "monopsonist” by analogy to a mo- 
nopolist who is a large enough seller of a commodity so that his supply 
will affect the price of a commodity. The monopsonist will assume that 
he is faced by a rising supply curve for labor, that is, that increasing 
amounts of labor can be obtained only at successively higher wage rates. 
This will affect his decision as to the amount of labor which he will 
employ. 

In our previous examples, we noted that if an employer can obtain 
additional workers at the same wage, the average cost of each additional 
worker and the marginal cost of each additional worker will be the same 
and will, in each case, be equal to the wage which is paid the worker. If, 
however, the employer has to pay higher wages to attract additional 
workers, the identity between average cost and marginal cost disappears. 
Suppose the prevailing wage paid by a firm has been $1.00 an hour, but 
in order to obtain additional workers the employer finds he must increase 
the wage rate to $ 1 .2 5 per hour. If he pays this rate to new workers, he will 
also be compelled to pay it to all other men of the same skill already in 
the firm in order to avoid dissatisfaction among his employees. As a con- 
sequence the addition to total wage cost (i.e., marginal cost) attributable 
to hiring an additional worker may under such circumstances be very 
great and considerably in excess of the wage, or average cost, of such a 
new man. 

In Figure 21 units of labor hired by the firm are indicated along the 
X-axis, while the cost of labor and its productivity in terms of dollars are 
indicated along the T-axis. The supply curve of labor ( AC ) is assumed 
to be rising to the firm. Each point on this line indicates the wage which 
will have to be paid to attract the amount of labor indicated along the X- 
axis. The wage paid and the average cost of labor to the individual firm 
are therefore identical. However, when the average cost of labor is rising, 
the marginal cost will be greater, as has already been explained, since the 
marginal cost takes account not only of the higher wage paid to a particu- 
lar employee but also of the addition to payroll resulting from paying the 
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FIGURE 21 


Exploitation: Rising Labor Supply Curve 

y MRP 



same higher rate to all employees already employed by the firm. Marginal 
cost is indicated in Figure 21 by the line AF, Obviously the employer has 
to take account of the expensive consequences in terms of his total payroll 
of paying higher rates for new men, and for this reason he employs that 
amount of labor for which the marginal cost of labor and its marginal 
revenue product is equal. This equality is achieved if OD units of labor 
are employed. It will be recalled that in our previous example where the 
supply curve of labor was constant, the employer also equated marginal 
cost of labor and marginal revenue product to maximize profits, since 
marginal cost of labor and the wage of labor were the same. However, in 
Figure 21, because the supply curve for labor is rising, for OD units of 
labor the marginal revenue product of labor (DL) will be above the 
wage paid to labor (DT). If the employer were to expand output and 
employment to OE units, at which point the wage and marginal revenue 
product are equal, he would, under the circumstances here set forth, re- 
duce his profit. Here then is a case in which the wage will be less than 
marginal revenue product, and therefore exploitation will exist. Under 
the circumstances shown in Figure 21, the employer could not pay labor 
a wage equal to its marginal revenue product and still maximize profits. 
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Consequences of Exploitation 

We have seen that if the wage of labor is approximately equated 
with its marginal revenue product, an increase in wage rates will lead the 
employer to reduce employment until at the smaller output the marginal 
revenue product of labor is raised to equal the now increased wage. In 
the case of exploitation attributable to a rising supply curve for labor, 
however, the effect of a wage increase upon employment will depend on 
whether there is a rise in the entire supply curve of labor or a change in 
its slope. If the entire marginal cost and average cost curves for labor shift 
upward but remain rising supply curves (as would be the case if there is 
a general increase in wage rates in the area) , employment will be reduced 
in the individual firm since there will have been a rise in the marg inal 
cost of labor without a concomitant change in the marginal revenue pro- 
ductivity of labor. However, it is also possible that an increase in wage 
rates may be accompanied by a change in the shape of the supply curve of 
labor. For example, suppose a union enters the labor market and sets a 
uniform rate for labor regardless of the number of workers required 
(within limits) , which is equal to the former marginal cost of labor. In 
Figure 21, this would mean that the supply curve for labor would now be 
designated by a horizontal line drawn through point L on the marginal 
revenue product curve. If this were to occur, the employer would still find 
it profitable to employ the same number of employees (OD) since this 
amount would be indicated as most profitable by the intersection of the 
horizontal supply curve for labor and the demand curve for labor. The 
wage DL thus would be above the former wage DT, but because there 
would be no change in marginal cost of labor, employment would be un- 
affected. All that would occur would be a reduction in profits of the firm. 
Here is a case in which workers would benefit from organizaiton. 

UNIONS AND /v\ARGINAL-PRODUCTIVITY THEORY 

A rising supply curve for labor is most typical of skilled wage 
groups, but these are the very ones that are most likely to be highly union- 
ized. When a trade-union sets a minimum wage rate for work of a par- 
ticular kind regardless of the number of workers the employer hires to 
do it, the effect is to make the supply curve for labor to the employer hori- 
zontal or "perfectly elastic,” as the economists say. This has the effect of 
eliminating exploitation attributable to a rising supply curve for labor. 
But union organization, by reason of its multifarious rules and regula- 
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tions and restrictions on employer freedom of action may also make it 
more difficult for employers to employ the optimum amount of labor 
and thus produce a discrepancy between marginal revenue product and 
wage. 

The correspondence of a worker’s wage with his individual contri- 
bution to the revenues of the firm depends in some degree upon the ability 
of the employer to determine the amount of such contribution. This pre- 
supposes that the employer can hire and fire at will, rearrange job classi- 
fications, change men from one position to another, substitute machinery 
for labor, and, in general, freely alter the combinations of labor and 
capital within the firm. Unions, however, have restricted many of these 
former prerogatives of management. Consequently, in firms where un- 
ions are strongly entrenched, workers are not freely substitutable, and 
the task of marginal-productivity determination is undoubtedly made 
more difficult. 

Effect of Union Rules 

Union rules which limit the employer’s ability to substitute ma- 
chinery for labor and restrict the freedom of the employer to measure the 
contribution of labor to output of the firm may produce a range of in- 
determinateness in wage-employment relations. For example, many 
xmions are now interested in requiring employers to pay dismissal wages 
to employees who are displaced as a result of technological change. Sup- 
pose as a result of a wage increase an employer finds that it is profitable to 
introduce a new machine which will displace ten workers. If the union 
now compels the employer to pay these displaced workers dismissal wages 
for some period of time after they are laid off, the employer may decide 
it is no longer profitable to introduce the machine. The union insistence 
on a dismissal wage has obviously not increased the marginal revenue 
product of the labor involved; yet it has had the practical effect of en- 
abling the union to raise the wage rates of these workers without produc- 
ing immediate technological imemployment. 

In effect, union rules have produced a range of indeterminateness 
within which some changes in wage rates may be effected without altering 
employment. The range of indeterminateness, however, is much narrower 
than the short-run repercussions of employment would indicate. Any 
wage adjustment, whether it immediately alters employment or not, does 
affect profits and the inducement to invest. If these are adversely in- 
fluenced by union wage demands, wage increases even within the * Tange 
of indeterminateness” may cause unemployment in the long run. 
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DEMAND FOR LABOR IN THE ECONOMY 

In its original form, the marginal-productivity theory purported to 
explain the demand for labor not only in the individual firm but also in 
the economy as a whole. It laid down a long list of assumptions and 
emerged with a conclusion that in equilibrium the wage of labor in the 
economy as a whole would be equal to the marginal productivity of labor 
in its least profitable use. This conclusion — and the highly artificial as- 
sumptions upon which it was based — did much to bring the theory into 
disrepute. Moreover, proponents of the theory erroneously reasoned from 
the existence of unemployment in the labor market to the conclusion that 
wages were too high and that if wages were only reduced, unemploy- 
ment could be eliminated. 

It is now generally recognized, as a result of the work of John May- 
nard Keynes^ in the field of general equilibrium analysis, that the mar- 
ginal-productivity theory cannot serve as a general theory of employment 
and that the theory does not adequately explain the demand for labor in 
the economy as a whole. The demand curve for labor in the economy as a 
whole is not simply the sum of demand curves of all individual firms. 
The reason is that each individual demand curve for labor is drawn up 
under the assumption that wages and prices in other firms remain con- 
stant. Thus when the individual employer considers what effect a re- 
duction in wage rates will have on his labor requirements, he assumes 
that sales of his product will be unaffected by the reduction in wages. 
However, when we consider the economy as a whole, a reduction in the 
wages paid to all labor will affect the demand curve for all labor because 
wage earners are the principal purchasers of the product of industry. 
Whereas for the individual firm, the demand curve for labor may be 
assumed to be independent of the supply curve for labor, this assumption 
cannot be made when we are considering the economy as a whole. There- 
fore, it is possible that a reduction in wage rates might not increase em- 
ployment at all when the reduction is nation-wide, even though increased 
employment would normally follow a wage reduction in the individual 
firm. 

The demand for labor in the economy as a whole can only be under- 
stood by application of the aggregative analysis developed by Keynes in 
which attention is given to changes in savings, investment, and national 
income. However, the fact that marginal-productivity analysis has proved 

^ J. M. Keynes, General Theory of Employment, Interest and Money (New York: 
Harcourt, Brace & Co., Inc., 1936). 
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inadequate to deal with the demand for labor in the economy as a whole 
does not necessarily mean that it cannot be used to advantage to explain 
the demand for labor in the individual firm. Exponents of this theory still 
contend that it gives a logical explanation of employer behavior in the 
individual firm. 

CRITIQUE OF THE A^ARGINAL-PRODUCTIVITY THEORY 

A number of criticisms have been leveled at the marginal-produc- 
tivity theory. Some of these have merit; others are based in part upon a 
lack of understanding of what the theory holds. The following are some 
of the major lines of attack against the marginal-productivity theory. 

1. Some economists object to the whole notion of marginality and 
marginal calculations on the grounds that "'businessmen don’t think that 
way.” It is all very well, they say, to draw up marginal revenue and 
marginal cost curves and sloping demand curves and rising supply curves, 
but the fact is that most employers have little or no idea of any points on 
these curves other than the point at which they are at the time. While 
businessmen know their existing prices, they do not know accurately how 
much their prices will have to be cut to sell additional units, nor how 
much product can be sold at lower prices. Furthermore, factors of pro- 
duction are not easily divisible, so as a practical matter businessmen 
cannot add one or two or three units of capital to determine how its 
marginal revenue productivity compares with that of labor. Capital is 
customarily embodied in "chunks” like machines and factories, and the 
employer cannot very well speculate on adding half a machine to his 
existing equipment. While this can be done to some extent in the long 
run when capital can be reinvested in various forms, the fact remains that 
in the short run the indivisibility of units of the factors adds to the diffi- 
culties of determining marginal contributions. 

This means that there are inevitably large areas of indeterminateness 
inherent in practical application of marginal-productivity principles, as- 
suming that employers try to apply them at all. Some economists doubt 
whether employers are even interested in marginal calculations. They 
point out that when labor costs rise, many businessmen talk about increas- 
ing output to reduce average costs per unit, whereas according to mar- 
ginal-productivity principles, they should be thinking in terms of 
decreasing output because of increased marginal costs. If businessmen 
are in fact more interested in the behavior of average rather than marginal 
costs, a substantial revision would be necessitated in marginal-productivity 
doctrine. 
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Despite these criticisms, advocates of the marginal-productivity 
theory maintain that marginalism still exemplifies the typical economic 
calculations of the average businessman. They point out that marginal- 
type calculations are really very simple and are practiced by employers in 
every aspect of business. For example, if an employer is asked 'why he 
does not take on another bookkeeper, or purchase a particular machine, 
his answer will usually be that the added return or revenue or service 
would not justify the additional expense. Here is an example of weighing 
of marginal contributions and marginal costs which the employer makes 
in a rough sort of way, despite the admitted difficulties in making such 
calculation. This same sort of rough approximation is all that marginal- 
productivity theorists claim is necessary to make their theory workable in 
practice. 

2. Some economists claim that the market for labor does not func- 
tion like the ordinary product market and that therefore the marginal- 
productivity theory, which runs in conventional terms of supply and 
demand for labor, does not give a realistic picture of the labor market. 
We have already had occasion to consider some of the peculiarities of the 
labor market. Thus, there is typically no one price for a particular type 
of labor representing an equilibrium of supply and demand. On the con- 
trary, many prices exist side by side, and there is little tendency for such 
differentials to disappear over time. 

The contributions which have been made by labor economists in 
pointing out these characteristics of the labor market are important, but 
they do not invalidate supply and demand analysis. Both the volume of 
unemployment in a given labor market and the number of new job oppor- 
tunities will have an effect on the whole structure of wage rates in a 
community, indicating that supply and demand considerations cannot 
be ignored. The fact that a union may set a wage in a particular market 
based upon a wage level established by some other union in a far distant 
city does not vitiate the usefulness of marginal-productivity theory. Such 
a wage will probably differ from the wage which would be established in 
a free labor market, but whatever the wage which is established, it is still 
possible that the volume of employment at that wage will tend to be de- 
termined by the demand curve for labor which reflects the marginal 
productivity of labor. 

The marginal-productivity theory, as applied to the demand for 
labor in the individual firm, is quite consistent with a diversity of wage 
rates for the same type of labor in a given labor market. It is true that 
marginal-productivity theorists, in their attempt to explain the demand 
for labor in the economy as a whole, at one time made various artificial 
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assumptions about mobility of labor and a tendenq^ toward the establish- 
ment of one rate for a given type of labor in the economy as a whole. But 
these assumptions and this aspect of the theory need not detain us, since, 
as has already been pointed out, it is now generally agreed that the 
marginal-productivity theory is inadequate as an explanation of the 
demand for labor in the economy as a whole. Once we take a more limited 
view of the function of this theory, it can be integrated with recent de- 
velopments in the field of labor-market analysis. If, for example, two 
firms make different bargains for the same type of labor and pay such 
labor different rates, marginal-productivity theory would simply indicate 
that the adaptation of the two firms in terms of price and output might 
differ but that both firms would attempt to apply marginal-productivity 
principles in fixing the volume of employment at the different rates. 

3. A major criticism directed against the marginal-productivity 
theory stems from a fundamental disagreement as to the basic psychology 
and motivations of employers. Marginal-productivity theorists, as we 
have seen, base their theory on the assumption that employers are moti- 
vated by a desire to maximize profits. In recent years, however, some econ- 
omists have challenged this assumption. They point out that other 
objectives may influence employer conduct. For example, employers may 
be interested in obtaining power or community respect rather than eco- 
nomic advantage. Furthermore, even if businessmen are interested in 
making a profit, this does not necessarily imply that they strive to make 
the maximum profit. There are many examples of businessmen who do 
not seek to expand and build new plants or open new stores simply be- 
cause they are content with a moderate standard of living and do not 
wish to take on the additional responsibilities that come with big busi- 
ness. Where such motivations are paramount, employer adjustments to, 
say, a union wage increase may be quite different than that forecast by 
application of marginal-productivity principles. For example, an em- 
ployer who owns and manages his business may, according to these econ- 
omists, react to a wage increase simply by taking a reduction in profits 
without altering his prices or volume of employment, as long as the wage 
increase does not require a substantial adjustment in his own scale of 
living. 

Once the common denominator of maximizing profits is eliminated, 
a general principle governing employer hiring of labor becomes difficult 
to state. If businessmen are not interested in achieving maximum profits, 
it is difficult to see how a generalized theory of demand for labor can be 
evolved. The demand for labor would depend in each individual firm 
upon the psychological motivation of the particular employer which 
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might differ from that of other employers and might change from time 
to time. A theory, according to Webster, is a "general principle, formula, 
or ideal construction offered to explain phenomena and rendered more or 
less plausible by evidence in the facts.” It would appear that if the as- 
sumption is made that businessmen are not generally interested in maxi- 
mizing profits and that other motives control their actions, economists will 
be led into a case-by-case analysis of individual employer reactions in the 
labor market rather than to statement of a general theory of labor demand. 

Marginal-productivity theorists, of course, recognize that all em- 
ployers are not profit-minded to the same degree and that any decision in 
the labor market — as in any line of human endeavor — is the result of a 
complex of motivations, which may include considerations of prestige, 
family, security, power, and the like. However, they believe that most 
businessmen are normally concerned about how they are going to stay 
in business and that this involves keeping costs down and profits up. 
They contend, moreover, that managements in large corporations, whose 
balance sheets and profit and loss statements are made available to stock- 
holders, are particularly interested in making a good showing relative to 
other large firms in the industry and in other industries. Management’s 
reason for existing is to make profits for stockholder owners. The usual 
measure of its success is earnings and dividends. Therefore, marginal- 
productivity theorists state that, as a general principle, it is fair to assume 
that maximization of profits is a dominant employer objective. 

THE BARGAINING THEORY OF WAGES 

Current interest in the peculiarities of the labor market and the 
dominant position of unions in shaping wage rates in many industries 
have led to a revival of interest in the bargaining theory of wages. The 
roots of this theory are found in the writings of early economists such 
as Adam Smith. Professor John Davidson published a treatise entitled 
The Bargain Theory of Wages in 1898, and Maurice Dobb further 
elucidated the theory in 1933.® Recently a number of labor economists 
have espoused the theory as being a realistic substitute for the marginal- 
productivity theory. 

Basically, the bargaining theory holds that no single principle de- 
termines wage rates. In any labor market there may be a diversity of rates 
for the same type of labor. This diversity develops because of differences 
in the bargains made by various employers and their employees or the 
unions representing the employees. Employers are conceived of as having 

® See Maurice Dobb, Wages (London: Nesbet & Co., Ltd., 1933). 
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upper limits above which they will not go in making a wage bargain. 
This upper limit will differ for various employers. Among the factors 
determining this upper limit are the productivity of the labor, the profit- 
ability of the business, the possibility of utilizing machinery as a substitute 
for labor, and the possibility that excessive labor costs might require the 
plant to shut down. The lower limit to the bargain is set by minimum 
wage rates established by state or federal governments, the possibility of 
labor moving to other firms or areas, community standards of what is a 
just wage, and similar considerations. 

If the foregoing propositions are all that is involved in the bargain- 
ing theory of wages, that theory is quite consistent with the marginal- 
productivity theory. For the latter merely holds that whatever the wage 
which is set — ^whether by government, collective bargaining, or market 
forces — the employer will attempt to adapt to it by employing an amount 
of labor such that its marginal revenue productivity will be equal to the 
wage. Some exponents of the bargaining theory overlook this and assume 
that because the exact level of the wage is indeterminate and may fall 
anywhere between the upper and the lower level above referred to, there- 
fore the adaptation in terms of employment must also be indeterminate. 
Marginal-productivity theorists deny this and have attempted to integrate 
the bargaining aspect of wage determination into the general structure 
of the marginal-productivity theory. 

For some economists, however, the bargaining theory is much more 
than just a theory of determination of wage levels. These economists 
extend bargaining principles to the relationship between wages and em- 
ployment in the individual firm. They believe that this relationship is 
much more tenuous and indeterminate than the marginal-productivity 
theory would lead one to believe. Thus bargaining theorists maintain 
that a union, by superior bargaining power, may squeeze out monopoly 
profits for the benefit of organized employees without affecting the vol- 
ume of employment in the firm. Likewise, they argue that organized labor 
may achieve wage increases at the expense of the remuneration going to 
other factors of production which are immobile or lack the benefit of or- 
ganization to protect their interests. 

These conclusions are also not necessarily inconsistent with mar- 
ginal-productivity theory. The latter has always recognized that in the 
short run, bargaining pressures may squeeze out monopoly profits or in- 
crease remuneration of one group at the expense of another, without 
affecting employment. In the long run, however, marginal-productivity 
theorists contend that there is a tendency for adjustments to be made 
which do affect the volume of employment. While it may be true that we 
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live in a world consisting of a continuous series of "short runs” and never 
clearly see the long-run effects of particular actions, nevertheless it would 
seem that any theory of the demand for labor must take account of the 
fact that short-run reactions to bargaining pressures are not the last word 
and that changes in location, si2e and number of plants, investment in 
laborsaving machinery, and similar actions are part of the adjustment 
of employers to changed cost conditions which take time to work them- 
selves out. 

The bargaining theory of wages has yet to be fully developed as an 
explanation of the relationship of wages and employment in the indi- 
vidual firm. Because it has not been elaborated in as full detail as the 
marginal-productivity theory, its possible inconsistencies and shortcom- 
ings are not as apparent. As a theory of wages, it gives us a better under- 
standing of the forces which shape the wage structure of the labor market, 
but as we have seen, its views in this regard are not inconsistent with 
the marginal-productivity theory. As a theory of the demand for labor, it 
would perhaps give greater importance than does the marginal-produc- 
tivity theory to noneconomic motives in shaping the demand for labor. 

SUAAAAARY 

Theories of the demand for labor tend to evolve as our knowledge 
of the labor market improves and as the nature of the organization of 
industry and the labor market changes. The marginal-productivity theory 
has held the center of the stage for many years as the accepted theory of 
labor demand, but recent criticisms indicate that it, too, is subject to 
revision and possible substitution by other theories. Whether its successor 
will be the bargaining theory or some other theory remains to be seen. 
At this point, no other theory has been elaborated in sufficient detail to 
constitute an adequate substitute. 

In this and the preceding chapter, we have examined some of the 
factors which determine the supply and the demand of labor. We are 
now prepared to consider wage determination as it actually occurs in the 
labor market. This is the subject of the following chapter. 

QUESTIONS FOR DISCUSSION 

1. Explain what is meant by "marginal productivity.” What is the difference 
between the value of the marginal physical product of labor and the marginal 
revenue product of labor? Under what circumstances will they be the same? 

2. Compare the marginal-productivity theory with the bargaining theory of wages. 
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What points of similarity are there in the two theories ? What are the merits 
and shortcomings of each? 

3. What conditions may produce a rising supply curve for labor? Will employers 
apply marginal-productivity principles when faced by a rising supply curve of 
labor? Discuss. 
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WAGE DETERMINATION 


In the three preceding chapters we have considered the 
supply of labor, the demand for labor, and the labor market in which 
these forces operate. Wage determination in the individual firm reflects 
the various economic forces and circumstances which we have examined. 
Thus, the wage level in a particular firm will ordinarily be lower if the 
demand for labor is decreasing than if it is increasing. Wages will be 
higher when labor is in short supply than where there is a large body of 
unemployed labor available. Rates will tend to be lower in the South than 
in the North. 

When union business agents and management representatives sit 
down to the conference table to negotiate a new contract, the foregoing 
circumstances set some limit to the range within which wage rates will 
finally be set. In this chapter, we shall examine the conditions which 
cause a particular schedule of rates to be agreed upon by union and man- 
agement representatives in the individual firm. How are wage rates ad- 
justed in the collective bargaining process? What is the relationship be- 
tween rates in different firms in the same industry ? What are the criteria 
and pertinent economic circumstances which union and management con- 
sider in determining wage rates ? 

THE INTERNAL WAGE STRUCTURE 

In the typical large industrial establishment today, literally hundreds 
of individual wage rates or wage classifications have to be adjusted as 
part of a wage negotiation. In our theoretical discussion in earlier chap- 
ters, we have talked about 'The wage rate in the individual firm.'' This is 
obviously a simplification. It would be more correct to talk about a wage 
structure. The wage structure is the whole complex of rates within the 
individual firm for all of the various jobs for which persons are em- 
ployed. This wage structure does not necessarily move as a unit. There 
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may be, of course, wage negotiations where a flat 10 cents an hour or a 
uniform percentage increase is given to all employees, but frequently 
exceptions are made for particular groups of employees. There are always 
individual jobs which get out of line as a result of the passage of time and 
as a result of the impact of technological change. These require special 
treatment. Furthermore, there is the pressing problem of keeping a proper 
relationship between the skilled and the unskilled rates. As a result of 
these various factors, the wage structure may be compressed or stretched 
out from one negotiation to the next (viewing the wage structure in terms 
of the entire schedule of rates from the lowest to the highest-paid em- 
ployee) . 

While a great many rates must be altered in the course of a wage 
negotiation, labor and management do not normally make an issue of 
every individual rate. This would obviously take too much time. Instead, 
emphasis is placed upon the key rates in various job clusters.^ A job cluster 
may be defined as a stable group of job classifications or work assignments 
within a firm which are so linked together by technology, the administra- 
tive organization of the production process, or social custom that they 
have common wage-making characteristics. Thus in a factory, one job 
cluster may consist of various classes of lathe operators; another job 
cluster of sweepers, janitors, etc.; another of patternmakers, etc. Each 
cluster can be viewed as consisting of a key rate and associated rates. Key 
rates may be the highest rate in the particular cluster, the lowest, or some- 
times the rate at which the greatest number of workers are employed. 
These are the rates which union and management representatives focus 
on in their bargaining negotiations, and once these rates are determined 
the associated rates fall into line. 

THE EXTERNAL WAGE STRUCTURE 

Key rates in the individual firm are not determined in a vacuum. On 
the contrary, they are hammered out in a collective bargaining relation- 
ship where management attempts to safeguard its competitive position in 
the particular industry of which it is a part. Most company executives 
keep well informed as to the rates which their competitors pay for com- 
parable jobs. Unless there are extenuating circumstances, management 
usually tries to keep its key rates on a par with its competitors, on the 
theory that if its rates are lower it will lose employees and if its rates are 
higher it will lose business because of the higher costs. 

1 J. T. Dunlop, "The Task of Contemporary Wage Theory” in G. W. Taylor and 
F. C. Pierson (eds.), Neu> Concepts in Wage Determination (New York: McGraw-Hill 
Book Co., Inc., 1957), p. 129. 
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One writer uses the concept of a "wage contour” to elucidate the 
relationship between the key rates of various individual firms or estab- 
lishments. "A wage contour is a stable group of wage-determining units 
which are so linked together by (1) similarity of product markets, (2) re- 
sort to similar sources for a labor force, or (3) common labor-market 
organization (custom) that they have common wage-making character- 
istics.”® For example, the basic steel contour for production jobs consists 
of basic steel producers throughout the nation. By contrast, newspapers 
in New York City constititute a separate wage contour not directly af- 
fected by rates in other cities. The wage contour normally contains one or, 
in some instances, several key settlements. The contour is composed of 
rates for key firm(s) and a group of associated firms. The key settlement 
may be set by the largest firm, the price leader, or the firm which cus- 
tomarily plays the role of wage-relations leader. As we shall see later in 
this chapter, leader-follower relationships in wage determination are ex- 
tremely important in our basic industries. Some firms within a wage con- 
tour will follow the key settlement closely; others will follow it in varying 
degree. But this external relationship will have an important bearing 
on the decision which is made with respect to changes in the key rates in 
the various job clusters of each establishment’s internal wage stmcture. 

The concept of the wage contour helps to explain differences which 
prevail in rates for similar jobs in different industries. For example, a 
comparison of rates paid to motor truck drivers in Boston on July 1, 1953, 
in a variety of industries indicated that the rates paid for teamsters in 
these essentially substitutable jobs ranged from $2.49 in magazine dis- 
tribution to $1.27 in scrap iron and metal.® The reason for the variation is 
that each rate was a reflection of conditions in its own wage contour. Each 
is a reflection of the product market. Magazine distributors were more 
concerned about the rates that their competitors m that industry had to 
pay for truck drivers than what the rate was in the scrap-iron business. 
Of course in a perfect labor market these differences could not prevail be- 
cause teamsters would tend to move to the higher-paying industry, and 
the lower-paying industries would have to raise their rates in order to hold 
their employees. In actuality, these differences persist over long periods 
of time because of the orientation of the wage-rate determination process 
in terms of the product market and because of the differences in competi- 
tive conditions, profits, and demand conditions in the various industries 
using this similar type of labor. 

2 Ihii., p-. 131. 

^Ihid.,p. 135. 
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We have examined the complexity which lies behind the term 
' 'wage.” Now let us consider what is meant by "wage increases” and re- 
view the various criteria and arguments which are used in determining 
the amount of wage adjustments. 


GENERAL WAGE INCREASES 

Much of the friction which develops in collective bargaining in- 
volves the issue of "wage increases.” What precisely do we mean by this 
phrase ? From time to time, an employer may review the performance of 
his employees and give merit increases to various employees. Where 
range systems are in effect, such procedure is common, except in those 
companies where the progression from the minimum to maximum rate 
is dependent solely on length of service. Decisions as to merit increases 
may involve considerable expenditures of money and may give rise to 
grievances which the union will process even to the point of arbitration. 
However, such increases are not of the type normally involved in general 
wage adjustments. 

General wage increases normally have little or no relation to merit. 
They are usually given to all workers whether or not the employer is 
satisfied with their individual performance. The justification for the in- 
crease may be an increase in the cost of living or the high profits made by 
the employer. The performance of the company as a whole is always a 
consideration, but the performance of the individual worker is not 
usually at issue in such negotiations. The increases are often, but not al- 
ways, uniform for all employees. Frequently particular groups of em- 
ployees will be given larger increases than others, not because of merit but 
because their particular job rates are felt to be "out of line.” For example, 
in the 1955 United Automobile Workers-General Motors wage agree- 
ment, skilled workers were given an additional increase because manage- 
ment felt that over the years the differential between skilled and un- 
skilled workers had been unduly narrowed. On the other hand, many 
industrial unions prefer to have uniform adjustments for all employees 
in terms of so many cents per hour because this tends to give the lower- 
paid workers — ^who represent the bulk of the union membership — a 
larger percentage increase than the higher-paid workers. Thus, "across- 
the-board” wage increases gained by the United Automobile Workers 
between 1937 and 1942 had the result of flattening the rate structure of 
the industry. The differential between the wage rates of sweepers and 
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toolmakers was reduced from about 120 per cent to about 40 per cent 
during this period.^ 

General increases may or may not affect minimum rates for particu- 
lar jobs. For example, suppose the minimum hiring rate for a clerk in a 
department store is set by the collective bargaining agreement at $40 per 
week. If the union now wins a general wage increase for all employees of 
a uniform $2 per week, all clerks will now receive no less than $42 per 
week. The bargain may be, however, that the increase applies to all 
present employees of the company but does not apply to the minimum 
rates, so that new employees may still be hired at the $40 per week figure. 
The employer may prefer such a deal since it enables him to achieve 
some saving in labor cost through normal turnover of existing employees 
and hiring of new ones at the lower rate. Most unions, however, are in- 
terested in raising minimum rates as part of general wage adjustments. 

What circumstances do unions and management take account of in 
determining the amount of a wage increase in an individual firm ? Many 
arguments are used by ingenious union representatives to justify an in- 
crease in wage rates. Management representatives are equally adept at 
finding reasons why the increase cannot be made. In the following dis- 
cussion we shall consider some of the principle criteria which seem to 
play an important part in the determination of the size of general wage 
adjustments. 

CRITERIA IN GENERAL WAGE ADJUSTMENTS 

Intra-industry Comparative Standards 

Perhaps the most common standard which is applied both by labor 
and management to determine whether a wage adjustment should be 
made in a particular firm is to compare its wage structure with those of 
other companies in the industry. Because of the importance of the stand- 
ard of what the other fellow is doing, both union and management 
representatives usually come to the bargaining table armed with statistics, 
or at least a working knowledge of what other firms in the industry are 
paying. In some industries employers associations make such data avail- 
able; in others, the employer may have to rely on telephone calls to the 
personnel directors of competing companies. Unions in many cases are 
able to obtain such data through their international office or through 
other locals. 

^ A. M. Ross, Trade Union Wage Policy (Berkeley, Calif.: University of California 
Press, 1948), pp. 32-33. 
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Reliance on rates that other companies are paying would, at first 
glance, seem to put collective bargaining on a factual basis. ‘'If a com- 
petitor can afford to pay given rates, why can't you.^" is the question put 
by union agents to the employer. The trouble is that statistics — ^particu- 
larly when they are averages — may have little meaning because of short- 
comings in their tabulation. Suppose a union in negotiating with an auto- 
mobile manufacturer, whom we shall call “Company B,” cites with 
authority Bureau of Labor Statistics' figures which show that average 
hourly earnings in the Ford Motor Company are higher than in Com- 
pany B. This higher average does not mean, however, that, job for job, 
rates are any higher in Ford. The average hourly earnings may be higher 
in Ford because its operations include certain operations not covered by 
Company B. For example, if Ford manufactures steel and Company B 
buys it. Ford will tend to have a higher average hourly earning figure 
because steelworkers' jobs are ordinarily highly paid. On the other hand, 
if Company B makes its own spark plugs whereas Ford does not, B may 
use a lot of women for this operation, and this would tend to bring its 
average down. 

It is evident that average hourly earning figures must be used with 
caution. Wage rates for particular jobs are a better index of whether 
or not a particular company is in line, but even here there may be a 
tremendous difference in job content. The mere fact that a job classifica- 
tion calls for a stitcher or a cutter, or a clerk or a painter, does not mean 
that the work or the skill required is identical or that the technical condi- 
tions under which employees having similar job descriptions work will be 
alike. In the same industry or area, the same job may be used for dozens 
of dissimilar operations. The War Labor Board found during World 
War II that it was impossible to make comparisons of interplant rates on 
the basis of job titles, but the Board instead required detailed job descrip- 
tions and often sent experienced investigators to plants in order to check 
on the descriptions as well. Even then, one could never be absolutely 
certain whether “Tool and Die Maker — ^A" and “Screw Machine Op- 
erator B" meant the same thing for the Jones Company as for the Smith 
Company. Yet workers and employers more often than not base their 
bargaining claims on simple job titles rather than job content. 

Actually, the criterion of intraindustry standards leaves ample room 
for bargaining. For example, the union may want to compare hourly 
rates in various plants, while the employer may want to compare weekly 
earnings. This is frequently the case where a company permits its em- 
ployees to work some overtime each week at time and a half the regular 
rate, which gives its employees more take-home pay than workers in 
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other plants. Nevertheless the union will argue that hourly rates should 
be raised to bring them in line with rates in other plants in the industry. 
Frequently the principle of "doing what the other fellow is doing” will 
be recognized by union and management representatives, but there will be 
disagreement as to whether the criterion should be the size of wage in- 
creases in other firms or the rates paid by other firms after such increases 
have been made. 

Wage Leadership. In industries employing the most wage earners 
— steel, automotive bodies and parts, aircraft, rubber, baked goods, tex- 
tile, paper and paper board, and others — the tendency is for the individ- 
ual employer to keep his wage rates in line with rates paid by certain key 
firms in the industry, a policy which frequently results in an industry-wide 
adjustment of wages whenever circumstances compel revision in such 
key companies. 

The typical structure of an industry in the American economy is that 
four to eight companies will produce from one half to four fifths of the 
total output of the industry. Once wage scales have been set in the major 
companies, the pattern of wage adjustment for most employees in the 
industry has also been determined. Just as big companies influence small 
companies, so wage rates set in populous areas tend to affect rates in 
outlying areas. For example, building-trade negotiations in New York 
and Chicago are likely to be influential in local areas. The same situation 
will exist in printing industry negotiations in these two cities and in 
negotiations in the transit industry in Detroit and Boston. 

Wage leadership does not depend upon the existence of national, 
regional, or other forms of industry-wide bargaining. It is as important 
a phenomenon in the automobile industry where company wage policies 
are set individually as in the flat glass or Pacific Coast paper industry 
where companies bargain through joint committees or associations. Key 
wage bargains are important whether wages are determined by collec- 
tive bargaining or by unilateral company decision in the case of unorgan- 
ized employees. In some industries, wage leadership existed prior to the 
advent of unions. For example, other steel and oil companies have his- 
torically adjusted their wages to patterns set by the United States Steel 
Company and the Standard Oil Company of New Jersey. In these and 
other industries, wage leadership has often gone hand in hand with price 
leadership. 

Although wage leadership has existed in the absence of union organ- 
ization, union wage pressure has tended to spread and to make explicit 
uniformity in wage rates as a cardinal basis of management wage policy. 
There is now double pressure for meeting the other fellow’s wage rates; 
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from competitors and from labor itself. Union contracts requiring pay- 
ment of wages on a par with rates prevailing for work of a similar kind 
in other firms in the industry hasten the spread of wage increases through 
an industry. At the same time, however, such pressure may produce a 
feeling among company executives that upward adjustments should not 
be made unless other firms in the industry are making them, or the union 
demands them, and therefore make for fewer, though larger, wage ad- 
justments. 

In some industries there are not only wage leaders but also "'high- 
wage firms.’' These companies try to pay more than the going rate for 
labor. Sometimes such firms justify this policy on the ground that high 
wages attract to it better than average employees. In other cases, the 
reason for the policy may be to keep out a union. In any case, unions use 
such differentials to their advantage. In bargaining with other companies 
in the industry they will argue that competitors of the high-wage firm 
should pay wages equal to those paid by the high-wage company. Then, 
after obtaining such an increase from the other firms, they will go back 
to the high- wage firm (once it has been organized) and contend that it 
should maintain its historical differential. Companies which adopted a 
higher-than-average wage policy as a means of keeping out a union may 
thus find that they are stuck with the policy when the union organizes 
their employees. Union strategy in using such a differential to raise wage 
rates drew this comment from an experienced arbitrator: 

I don’t want to start an argument on this, but I sat on the Knoxville case. 
The Knoxville union contended we should level the scale up more closely to the 
Chattanooga scale, and in my award I think you will find a reference to the fact 
that I thought we ought to eliminate some of these pockets in the South. But now, 
if Knoxville claims you should level up to Chattanooga, and then the Chattanooga 
printers say we ought to maintain a differential over Knoxville — I mean, just 
where do we get off on that.^^ 

Unions typically use such a leveling approach in their bargaining 
strategy. Rates for a particular class of employees may be relatively high 
in one firm, perhaps because of the length of service of these employees, 
or perhaps because of unusual conditions under which they have to work. 
The union will then cite the example of these high rates to other firms 
in the industry who are likely to be unaware of the special circumstances 
creating them and will argue that they should meet these high rates. In 
the same way, a "bad settlement” made by one employer in an industry 

5 Statement of Professor (now Senator) Paul Douglas, quoted in How Collective 
Bargaining Works (New York: Twentieth Century Fund, Inc., 1941), p. 77. 



328 • ECONOMICS OP LABOR RELATIONS 

who could not risk a strike for financial reasons can be used by a union 
as a lever to raise rates of every other firm in the industry. 

Union Attitudes toward Wage U nijormity. Most unions want uni- 
formity in wage rates for similar jobs throughout an area of competitive 
production. Unions are dynamic organizations, but paradoxically one of 
their major objectives is stability. Frequently, achievement of this aim is 
dependent upon elimination of competition between firms in the sphere 
of wage rates. The more competitive the industry, the smaller the units 
in the industry; and the less responsible the employers, the greater is the 
likelihood that union wage policy will seek competitive parity in labor 
cost as a measure to relieve pressure on the wage structure.® In an industry 
in which there is considerable variation in the size and efficiency of the 
individual firms, a union must decide whether the welfare of its members 
can best be served by equalization of hourly rates, piece rates, or labor 
costs per unit in the various plants under union jurisdiction. In some 
circumstances, the policy of equalization of wage rates or hourly earn- 
ings will provide the maximum incentive to industrial efficiency. It may 
be adopted in the form of uniform wage scales, as in the building and 
printing industries where jobs are skilled and occupational rimgs clearly 
defined, or it may take the form of uniformity in plant average hourly 
earnings, as in the carpet and rug industry where rapid technology and 
the lack of standardization of operations and product make this the most 
expedient policy. Such a plan attempts to stabilize earnings while leaving 
costs to management. Since backward companies must pay as high rates 
as the most efficient firms, a policy of uniformity in hourly or day wage 
rates provides the maximum incentive to adoption of improved machinery 
by the less efficient companies in an industry. 

If, on the other hand, the imion decides to equalize piece rates or unit 
labor cost, the incentive afforded to employers to improve efficiency is 
reduced, unless the union agrees to adjust rates downward as improve- 
ments in technique permit greater output. For if piece rates are fixed, 
introduction of improved machinery serves merely to increase output per 
worker so that labor’s earnings, not employers’ profits, are augmented 
by technical advance. In the men’s clothing industry, for example, the 
Amalgamated Clothing Workers, through its market stabilization de- 
partment, has attempted to standardize labor costs on a national scale. 
Standard labor costs are established for various grades of clothing, and 
conformity with the standards of quality and labor costs is enforced by 
union representatives. Since the labor cost on a given grade of clothing 

® Solomon Barkin, "Industrial Union Wage Policies,” Vlan Age, Vol. VI (1940), 
p. 3- The writers have drawn heavily on his article for this section. 
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is fixed and cannot be reduced, the employer is deprived o£ virtually all 
incentive to improve his method o£ production and the quality o£ his gar- 
ments. One leading labor economist concludes: "Because the market 
stabilization program substantially reduces the employer’s incentive to 
make improvements, it would, i£ strictly en£orced £or a considerable 
period o£ time, impose stagnation on the union part o£ the industry, and 
it would undoubtedly lead to a considerable expansion of non-union 
production and employment.”'^ In practice, o£ course, strict en£orcement 
of the stabilization plan has been impossible. Furthermore, the stabiliza- 
tion program does not apply to high-quality garments. Consequently, an 
area is still le£t in which an incentive is offered to the employer to improve 
methods o£ production. In this connection, it is important to realize that 
even if employers cannot reduce labor costs through mechanization, tech- 
nological progress may still hold £orth the prospect o£ savings in other 
costs. 

In the £ull-£ashioned hosiery industry, the American Federation o£ 
Hosiery Workers was compelled to abandon its policy o£ uni£ormity in 
piece rates because it gave union concerns no incentive to keep up with 
technology, and as a result the nonunion low-wage sector o£ the industry 
made the more rapid strides in mechanization. To induce union manu- 
£acturers to modernize equipment, the union negotiated individually 
with employers, promising concessions in rates in exchange for purchases 
of new equipment. The more or less standard bargain was that in return 
for the purchase of 10 per cent new equipment, the union would concede 
piece-rate reductions of about 15 per cent. By 1941 the unionized sector 
of the industry had caught up with the nonunion sufficiently so that the 
union was able to return to uniform piece rates once more. The experi- 
ence of the American Federation of Hosiery Workers and of other unions 
which have attempted to impose uniform piece rates or unit labor costs on 
an industry indicates that such a policy may act as a substantial deterrent 
to progress in technique. At the present stage of union organization, 
unions have been compelled to interest themselves in the stage of tech- 
nological efficiency of their employers, since diversion of the trade to more 
efficient nonunion manufacturers is a constant threat to union job oppor- 
tunities. Whether unions will be equally concerned about efficiency when 
industry-wide collective bargaining becomes the rule is, however, ques- 
tionable. 

On the whole, it seems likely that equalization of wage rates will 
come to be the dominant form of union wage policy. Of course, there 

S. H. Slichter, Unwn Policies and Industrial Management (Washington, D.C.: 
Brookings Institution, 1941), p. 531. 
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must necessarily be variations from this to suit the peculiarities of indi- 
vidual industries, but the policy of uniformity will probably come to pre- 
vail in those industries in which it is practicable because it is best adapted 
to the political necessities of unionism. It is simple, and its aim of equality 
in a particularly obvious and just form commends it as a slogan for the 
rank and file. Its reasonableness is convincing. As one union leader puts 
it — "If Joe Smith goes into a store to buy a hat, he has to pay the same 
price for it whether he happens to be an employee of General Motors or 
Willys. Then why shouldn’t he be paid the same rate for his work.^” 

Interindustry Comparative Standards 

Wage determination in a particular firm may be affected not only 
by settlements made by key firms in the same industry but also by major 
companies in other industries. Some economists are of the opinion that 
"we have reached the stage where a limited number of key wage bargains 
effectively influence the whole wage structure of the American econ- 
omy.”^ In the years following World War II, such key wage settlements 
set the pattern for wage negotiations in industry in general. In the first 
"round,"’ the pattern was set by the U.S. Steel Corporation which granted 
a wage increase of 1814 cents an hour to the steelworkers in February, 
1946. General Motors led the parade in 1947 and 1948 with increases, 
respectively, of 15 cents an hour and about 11 cents an hour. In 1949, 
Ford Motor Company set the pattern for the fourth round with a pension 
plan. Then came wage stabilization which substituted a governmental 
formula for key wage bargains. 

Such key wage bargains affect the thinking of unions and manage- 
ments in a variety of industries. Both tend to look to these key agree- 
ments as a barometer of the labor market indicating what workers expect 
in the way of wage adjustments. Faced with the need of resolving dif- 
ferences, they find in key bargains a convenient figure upon which they 
can rationalize a contract. Moreover, union leaders find they must meet 
the increase obtained by a union leader in another industry or else their 
personal popularity will be affected. The size of the wage increase ob- 
tained by various labor leaders is as assiduously studied by their constitu- 
ents as the batting averages of baseball players, and if Walter Reuther 
wants to stay at the top of the league, he has to keep pace with John L. 
Lewis of the United Mine Workers and Dave McDonald of the Steel- 
workers. 

® J. T. Dunlop, "American Wage Determination: Its Trend and Significance,” Wage 
VeteYminamn and the 'Economics of LiberaUsm (Washington, D.C.: Chamber of Com- 
merce, 1947), p. 42. 



WAGE DETERMINATION • 331 

Although key wage bargains are important in setting the tone for 
negotiations in other industries, there is considerable elasticity in the 
relationship between wage adjustments in key industries, such as steel and 
automobile production, and the rest of the economy. For example, for the 
period August, 1945, through April, 1946, of workers in manufacturing 
industries receiving wage adjustments, 19 per cent received less than 10 
cents, only 21 per cent received exactly 18.5 cents (the pattern amount), 
and 10 per cent received more than 20 cents.^ Moreover, 21 per cent of the 
employees in manufacturing and 59 per cent outside of manufacturing 
received no wage increase whatever between August, 1945, and May, 
1946.^^ Despite the continued importance of key wage bargains since 
1946, settlements based upon them have varied much more in response 
to local conditions. 

Cost of Living 

A criterion of major importance in wage negotiations — particularly 
during periods of rising prices such as we experienced in recent years — 
is change in the cost of living. During periods of rising prices, wages 
typically lag behind prices. This lag is attributable in part to the fact that 
wages are much more ''sticky” than prices. In fact, most wages of organ- 
ized employees are fixed by contract for a given period, frequently a year. 
During the contract period, price increases may rob wage adjustments of 
much of their value. Therefore, when union representatives sit down at 
the bargaining table, they naturally have in mind the cost-of-living in- 
crease since the last wage adjustment and tend to think in terms of a 
wage increase compensating for the rise in cost of living as a minimum 
demand. Management too is concerned in such times with retaining its 
employees and eliminating pay inequities and usually recognizes the 
justice in a cost-of-living adjustment. 

Union representatives place heavy reliance on increases in the cost 
of living as a justification for wage increases in times of rising prices. 
However, when the cost of living falls, they shift their arguments with 
great facility to some less vulnerable criterion. At such times, they will 
usually argue in terms of the need to maintain purchasing power. 

The cost of living may enter into wage negotiations in several ways. 
In most cases it is simply another one of the key criteria which unions and 
management consider in arriving at a wage adjustment. In other situ- 
ations, the cost of living may affect wage determinations in a much more 

9 pp. 37-38. 

19 A. M. Ross, "The External Wage Structure” in G W Taylor and F. C Pierson 
(eds.), Nez^> Concepts m Wage Determination (New York: McGraw-Hill Book Co., Inc., 
1957), p. 202. 
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specific manner. This will be the case where unions and management 
have already incorporated in their collective bargaining agreements auto- 
matic cost-of-living adjustments or escalator clauses. These clauses typ- 
ically specify a precise relationship between changes in the cost of living 
and changes in the wage rates to be paid employees covered by the agree- 
ment. There is considerable variation in various contracts with respect 
to the ratio between cost-of-living changes and wage changes. Some 
contracts are adjustable only upward, but most make wages adjustable 
both upward and and downward in response to changes in a specific 
cost-of-living index. 

Still another type of provision which is found in some contracts pro- 
vides that the wage clause in the contract may be reopened for negoti- 
ation even during the contract term when cost-of-living changes of a 
given amount occur as measured by a specific index. Under such a clause 
the parties are not bound beforehand to make a wage adjustment, but if 
there has been a significant change in the cost of living and if rates have 
been adjusted upward automatically in companies having automatic 
escalator clauses, there is great pressure on management to follow suit. 

Development of Automatic Escalator Clauses. The recent develop- 
ment of automatic escalator clauses geared to changes in the cost of living 
may be said to have commenced with the General Motors contract of 
1948. Prior to that time cost-of-living provisions had been incorporated 
in various contracts, but in the aggregate they covered relatively few 
workers. In December, 1942, the National War Labor Board issued a 
directive providing that no escalator clause in a labor contract could 
remain effective if it carried wage rates above the level permitted by the 
Board’s Little Steel Formula. This order produced scarcely any reaction, 
since few employers were then covered by such contracts. 

The 1948 General Motors escalator clause, however, started a new 
trend in collective bargaining agreements. By 1950, approximately 2 
million workers were covered by cost-of-living adjustment provisions in 
labor contracts. Therefore, when during the Korean war the Wage Sta- 
bilization Board sought to restrict wage increases, it was compelled to 
recognize the widespread existence of cost-of-living adjustment contracts 
and to incorporate this principle in its wage stabilization policy. 

By General Wage Regulation Number 8 (as revised August 23, 
1951), the Wage Stabilization Board gave prior approval to wage in- 
creases required by cost-of-living escalator clauses in effect on or before 
January 25, 1951, and wage increases required by escalator provisions 
put into effect after that date if they complied with certain standards 
prescribed by the Board. The WSB also provided that companies which 
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did not have escalator clauses could increase wages (not more often than 
every 6 months) to restore “the loss in real value of wages and salaries 
from January 25, 1951 to the date of the increases/’ This meant that 
unions and management could in effect choose between automatic cost- 
of-living adjustment clauses or negotiations at 6-month intervals based 
on cost-of-living changes. Since the latter did not bind unions to any 
downward reduction in rates if the cost of living declined, many unions 
preferred the latter alternative. Thus, the WSB Regulations may to some 
extent have retarded the trend toward automatic escalator clauses. 

Nevertheless, the number of workers covered by such automatic 
clauses has continued to increase. By January 1, 1957, an estimated 3.2 
million workers under union agreements and another 300,000 unorgan- 
ized workers were afforded the benefit of automatic cost-of-living ad- 
justments.^^ In other words, the wages of approximately one fifth of all 
workers covered by collective bargaining agreements have become sub- 
ject to automatic cost-of-living adjustment provisions tied in most cases to 
the Bureau of Labor Statistics Consumers Price Index. An interesting de- 
velopment during 1955 and 1956 was the tying in of cost-of-living ad- 
justments with deferred wage increase provisions. Thus if a union suc- 
ceeded in obtaining management agreement to the principle of annual 
wage increases over the period of a contract running for several years 
based upon supposed increases in productivity,^^ it frequently sought to 
protect the purchasing power of such wage gains by adding a cost-of-liv- 
ing escalator provision to the contract. About two thirds of the workers 
scheduled to receive deferred increases in wages in 1957 had their real 
wage gains protected by escalator clauses.^^ During 1956, workers under 
United Automobile Worker contracts received deferred wage increases 
averaging between 6 and 7 cents an hour plus a net increase of about 6 
cents an hour from cost-of-living adjustment provisions. 

Escalator clauses have been referred to as a form of “built-in infla- 
tion,’’ and the charge is sometimes made that such clauses may strengthen 
inflationary forces in times of rising prices by reducing the lag of wages 
behind prices which fixed union contracts normally produce. Automatic 
cost-of-living adjustment provisions usually call for quarterly wage ad- 
justments, whereas in the absence of such provisions or of a wage reopen- 
ing clause, most union contracts would fix wage rates for at least a year. 
Thus, when escalator clauses are common, wages will tend to rise faster 
as prices increase in an inflationary period, although the actual increase 

Monthly Labor Review, January, 1957, p. 52. 

12 See Chapter 1 5 for a discussion of the annual improvement factor. 

1^ Monthly Labor Review, January, 1957, p. 52. 
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in wage rates over a period of several years may be no greater than if 
escalation was absent. Account must also be taken of the fact that if 
management does not have to pay out funds in the form of higher wages 
under escalator clauses, it will be left with larger profits which, in times 
of rising prices and boom conditions, are likely to be used to expand 
inventories or plant and thus contribute to the inflationary spiral. It is, 
therefore, difficult to say whether, on balance, escalator clauses expand 
aggregate demand more rapidly than would otherwise be the case during 
boom periods. 

Ability to Pay 

Union concern over increases in the cost of living is understandable, 
since such changes affect the real earnings of union members. On the 
other hand, such general changes in the economic environment do not 
necessarily mean that the employer is in any position to pay higher wages. 
For example, even in 1957 when the cost-of-living index was at an all- 
time high, the textile and fur industries were in a depressed condition. 
For employers in such industries the only significant criterion in determin- 
ing wages was ability to pay. 

Ability to pay is a major consideration in wage negotiations for most 
firms in good times and bad. Determination of ability to pay is, however, 
a highly controversial subject. Management, while often pleading in- 
ability to pay, is reluctant to make this an issue of fact and permit union 
representatives to have "a look at the books.” Management fears in this 
regard are based on the belief that such a move would be a prelude to 
union interference in business operations and encroachment on the whole 
sphere of managerial prerogatives. The United States Supreme Court has 
ruled in the case of a dispute between the Truitt Manufacturing Company 
and a steelworkers’ union that refusal by an employer to substantiate a 
claim of inability to pay increased wages may support a finding of failure 
to bargain in good faith. The Court specifically stated that it was not 
holding that in every case in which economic inability is raised as an argu- 
ment against increased wages, it automatically follows that the employees 
are entitled to substantiating evidence. The Court said that each case 
depends on its particular facts. 

Even if company financial records were to be opened as part of 
negotiations, the information contained in them would still be open to 
differences in interpretation. Furthermore, it is prospective earnings, not 
past earnings, which is the relevant consideration in wage determina- 
tion, and the changing economic situation makes it difficult to estimate 

^^NLRB V. Truitt Mfg. Co., 351 U.S. 149 (1956). 
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what the next year will bring in many industries. Ability to pay will 
ordinarily be more capable of accurate determination and will be more 
stable from year to year in the case of a company in a monopolistic market 
position than one in a highly competitive position. 

There is considerable difference of opinion between unions and 
management, and among economists as well, as to the extent to which 
differences in ability to pay should be reflected in differences in wage 
rates. On the one hand, union representatives frequently argue that work- 
ers have to pay the same price for their necessities of life whether they 
work for a profitable firm or a less profitable one and therefore should be 
paid the same wage in all companies for similar work. Yet unions have 
withdrawn from this position where it appeared that such a policy would 
force marginal firms out of business and thus produce unemployment 
among union members. 

Management representatives frequently use the ability-to-pay” ar- 
gument to obtain special concessions for their particular firms, particu- 
larly where for one reason or another their cost of operation is higher 
than that of competitors. For example, a firm may have antiquated ma- 
chinery and be unable to finance the purchase of new improved equip- 
ment; or it may be in a mining operation and be working poorer grades 
of ore than competitors. In other cases, the reason for high costs and low 
profits may be more difficult to ascertain and may simply be due to less 
efficient management. 

Obviously the setting of different wage rates in an industry cor- 
responding to the different level of profits in various firms would penalize 
initiative and good management and would, in effect, offer a subsidy 
to the inefficient operators. On the other hand, a strict policy of wage 
uniformity based on the rates payable by the most efficient producer 
would force marginal firms out of business. Unions have had to choose 
between these two extremes and adapt their wage policies to the peculiar 
conditions existing in each industry. In most instances they have made 
some concessions in the way of differentials for smaller, less profitable 
firms, but, as has already been stated, their preference is for wage 
uniformity. 

Union Efforts to Improve Ability to Ray, American trade-unions 
have demonstrated an enormous capacity for improving the employer’s 
ability to pay. Faced, on the one hand, with the demands of union mem- 
bers for improved wages and working conditions and, on the other hand, 
with the response of management that the ability to pay is lacking, 
union leaders have initiated a variety of programs designed to improve 
the employer’s profit position. One of the most obvious of these is union- 
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management co-operation to reduce production costs. It, however, is only 
one of many. For example, during World War II, many unions joined 
employers in appeals to the Office of Price Administration for price 
increases so that the employers could grant wage increases. The railroad 
unions have on several occasions appealed to the Interstate Commerce 
Commission to raise railroad rates so as to permit wage increases. In 1948 
the Transport Workers’ Union actually promoted higher bus and subway 
fares in New York City in order to secure sizable wage increases. 

Unions have also attacked the problem of employer profit margins 
on other fronts. A number of unions have engaged in advertising in order 
to stimulate demand for the product of the industry in which they oper- 
ate. The United Hatters, Cap and Millinery Workers’ Union has devel- 
oped an intensive advertising program to persuade people to wear hats. 
The International Ladies Garment Workers’ Union has spent consider- 
able sums to promote New York City as a style center in order to fight 
shrinking employment in the dress industry there. Similar advertising 
has been carried on by the International Association of Machinists, the 
Brotherhood of Painters, the International Typographical Union, and 
the Marine and Shipbuilders. 

A number of unions have utilized political pressure to promote 
legislation designed to keep their industry in sound condition and hence 
able to pay increased wages. The railroad unions have actively and 
successfully lobbied for such things as restrictions on the loads motor 
trucks can carry, reduction of federal aid to other forms of transportation, 
and even elimination of railroads from antitrust legislation. Many un- 
ions, including those in the glass industry, the pottery workers, and 
coopers, and the printing trades, have sponsored tariffs to reduce foreign 
competition. Also aimed at affecting the demand for industry production 
is the union label which essentially is a device for differentiating the 
product and thus increasing the demand. 

Union policy affecting demand and prices has not always kept within 
the law. The Photo Engravers and the Electrical Workers have made 
collusive agreements with manufacturers which have had the effect of 
keeping out of areas nonlocal goods so that prices and wages in the 
local area may be raised. In Seattle, Washington, particularly, but also 
in other areas, the Teamsters’ Union has picketed employers who have 
cut prices on the grounds that price cutting will mean a wage cut. 

In the garment trades it has become quite common for the union to 
set standards for the price at which the garment may be sold. The ob- 
jective here is to prevent small manufacturers, who deal with a few large 
retailers and wholesalers, from reducing their prices and making it up 
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on kickbacks on other noncontractual reduction of wages. In addition, 
in the garment trades the unions traditionally negotiate with the manu- 
facturers but make wage conditions binding on the subcontractors who do 
not take part in the negotiations. This they found necessary to prevent 
wage cutting by subcontractors from destroying union standards. 

In the barber trade, the union bargains almost solely in terms of 
prices rather than of wages. The reason is that the wage is determined 
almost exclusively by the price. Thus there is continual pressure on the 
part of unions to force up the price of haircuts. 

In many states the Barbers' Union has been able to go further and 
secure the adoption of legislation setting up commissions which had the 
effect of stabilizing prices of haircuts, frequently in the upward direction. 
The success of the United Mine Workers during the 1930's in promoting 
legislation which pushed up the price of coal so that wages could be 
increased was of a similar nature. 

These are some of the many examples of union ingenuity in improv- 
ing employers' ability to pay. The wide extent of union interests in em- 
ployer profits and in the demand for the product is a direct result, on the 
one hand, of the pressure on unions by the membership to find ways and 
means of improving wages and working conditions and, on the other 
hand, of the realization on the part of union leaders that improved 
wages and working conditions can only be secured from a profitable 
enterprise. 

Other Criteria in Wage Determination 

There are a number of other criteria which are frequently applied by 
both management and labor in the process of wage determination. For 
example, when unions seek a reduction in the workweek, the important 
criterion frequently becomes maintenance of take-home pay despite the 
reduction in hours worked. In some cases, the new hourly wage rate is 
simply the arithmetical result obtained by dividing the take-home pay 
prior to the reduction in hours by the reduced number of hours worked. 
Improvement in productivity is another circumstance which is receiving 
greater emphasis from labor and has already been recognized as a basis 
for wage adjustment by General Motors Corporation in its historic 5-year 
contract with the United Automobile Workers, which provided for an 
annual "improvement factor" based upon anticipated improvement in 
man-hour productivity,^® 

The criteria explored in the foregoing discussion play an important 

The pros and cons of the annual improvement factor are discussed in detail in 
Chapter 15. 
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role in narrowing the range of possibilities in wage determination. In 
many cases, however, the wage which is finally agreed upon is a reflection 
of sheer bargaining power, and talk of intraindustry standards or cost- 
of-living changes is mere rationalization pressed into service to support 
demands or concessions which need justification. Even arbitrators write 
these criteria into their opinions to support decisions already arrived at for 
other reasons. 

This is not to say that criteria do not have their place in wage 
negotiations. Man prides himself on his rationality. Explanations are 
needed to fortify needs, wants, or demands, and to gain support for them. 
Every battle must have its slogans. The slogans should not, however, be 
confused with the practical realities of union-management wage determi- 
nation, however important they might be in crystallizing these realities in 
the form of policies. 

UNION ATTITUDES IN WAGE DETERMINATION 

Because strong unions dominate many of our major industries, un- 
ion attitudes toward wage determination have a significant influence upon 
the structure of wages in our economy. Union attitudes, as transmitted 
to management at the bargaining table, are a mixture of basic union 
needs filtered through and molded by the personalities of the union bar- 
gaining representatives. The membership of a union may be interested 
in obtaining the highest possible hourly wage rate, or they may be more 
interested in the highest weekly earnings. Above all there is the need of 
the membership for policies which will hold the union together and 
perpetuate it in the face of stresses within and attacks from without. 
Union officials sense these needs and co-ordinate them with their own. 
Most union officials have come up through the ranks the hard way, and 
they do not like the idea of going back to the workbench or donning the 
apron. They have usually risen to positions of power by being fighters, 
and they know that the continued loyalty of the membership and the 
continued existence of their positions as officials depends upon their 
belligerence to management and their success in achieving substantial 
gains for their membership. Their job is to sense the pulse of the member- 
ship and to give them what they want. 

Union Attitudes toward Wage Cuts 

Union leaders are elected to secure economic benefits for their con- 
stituents. In depressed times, however, they may be faced with demands 
for wage decreases. Generally, unions oppose such demands or only yield 
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to them with the utmost reluctance when employer bargaining power is 
obviously overwhelming. There are many reasons for this attitude, both 
economic and political. 

A basic reason for union opposition to wage reductions is that there 
is no assurance that a given change in wages will be associated with a 
corresponding change in labor cost, or with any predictable change in 
costs or prices. Unit labor cost and wage rates or earnings do not neces- 
sarily move together, and in various industries they have frequently 
moved in opposite directions. The reason for this is that unit labor cost 
is a function of productivity (output per man-hour) as well as hourly 
earnings. Since productivity may be affected by numerous changes in 
technology, organization, human efficiency, and intensity of labor utiliza- 
tion, which unions can neither predict nor control, it is unreasonable to 
expect union leaders to attempt to give as much weight to the effect of 
wage cuts on labor costs as many economists and businessmen believe 
desirable. 

The other factors determining employment besides labor costs (con- 
sumer demand, selling price, percentage labor costs are of total costs) are 
likewise subject to considerable variation and uncertainty. The lack of 
knowledge and the indeterminateness and general uncertainty of future 
developments in all the variables explain to a great extent why unions 
resist wage cuts and attempt to bargain essentially "with an eye to non- 
cyclical circumstances.”^^ Practically speaking, a union leader can ill 
afford the political repercussions of negotiating a wage cut avowedly to 
decrease or to prevent further unemployment when neither he nor the 
employer can be at all certain that lower wages will have the hoped-for 
result. 

Unions resist employer demands for wage reductions in depres- 
sions because wage policy, by and large, is made by the employed rather 
than the unemployed union members. Even if there is reason on the part 
of the leadership to believe that the demand for the plant’s labor is 
elastic, the employed members might prefer to pursue a wage policy of 
maximizing wage rates rather than employment. This is clearly the policy 
of the United Mine Workers and, generally, of most railway and build- 
ing-trade unions. 

Finally, many unions prefer to maintain rates and wink at under- 
cutting, kickbacks, and other forms of concealed reductions. Such con- 
cealed reductions are likely to become common as unemployment rises 
and competition for jobs increases. By permitting them to continue un- 

J. T. Dunlop, Wage Determination under Trade Unions (New York; Macmillan 
Co., 1944), p. 68. 



340 • ECONOMICS OF LABOR RELATIONS 

molested (and the union may be powerless to interfere if unemployment 
IS severe), the union preserves its rate. This, in turn, eases the return to 
predepression standards once economic conditions improve and the union 
can crack down on underhand wage cutters. If, on the other hand, wage 
decreases have been negotiated, the road back is less smooth. 

The quoted base rate is regarded by a imion as a symbol of its 
achievements and, except under special circumstances, is defended stub- 
bornly against cyclical reductions.^'^ This not only explains why unions 
prefer to permit concealed reductions rather than to negotiate decreases 
but also accounts for union willingness to bargain away preferred work- 
ing conditions in order to maintain the basic rate. 

Despite their firm opposition to wage cuts, unions have agreed to 
them on many occasions. There have been special reasons in nearly every 
case. Often it has been pressure of nonunion competition. The American 
Federation of Hosiery Workers took a cut of 35-40 percent in 1931 in 
order to prevent almost complete elimination of union firms. The decrease 
had to be large enough so that the lower-paying nonunion firms could 
not match it. This agreement also included a new union-shop provision, 
thereby increasing the leaders’ ability to carry out the wage reduction, 
which they did despite some protest strikes. 

Another reason for the unions accepting wage cuts is found in 
pressure from the unemployed. This makes itself felt in two ways. The 
unemployed members may believe that a wage reduction will increase 
their chances of employment. As their number grows, the pressure on the 
employed members to accede increases. In addition, the existence of 
unemployment reduces the union’s bargaining power in negotiations. 
The fear that the unemployed will break a strike and that the employed 
will not hold out if a strike is called has impelled unions to agree to 
reductions. 

When a wage reduction appears inevitable, unions will attempt to 
secure some compensations. As already noted, the American Federation 
of Hosiery Workers secured the union shop in 1931. When the railroad 
unions agreed to a 10 per cent reduction effective February 1, 1932, they 
mitigated its effects by securing a corollary agreement that the reduction 
was to be temporary. This aided these unions no little to return to pre- 
1932 wages in 1934. 

Unemployment and Union Wage Policies 

As has been pointed out, union leaders are extremely reluctant to 
accept a wage cut in the hope that it will increase employment. The 

IM, p. 67. 
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wage cut means an immediate hardship to union members and to some 
extent constitutes a blot on the record of union leadership. The beneficial 
effects, if any, of the wage reduction may never become evident. There- 
fore, when a wage cuf has to be weighed against the possibilities of in- 
creased unemployment at existing rates, most union leaders would argue 
in favor of maintenance of wages. 

Is the same emphasis on wages and lack of recognition of employ- 
ment reactions true when wage increases are under consideration } Under 
what circumstances is a limit set on wage increases by union recognition 
of the possibility that higher wages would endanger the competitive posi- 
tion of the firm and thereby create unemployment among union members ? 

There has been some controversy on this subject among economists 
in recent years. Some economists argue that the effect of a wage increase 
upon employment is unpredictable before the fact, and after the increase 
has been granted it is impossible to determine what the effect of the in- 
crease has been on employment due to the constant fluctuation of business 
conditions. Therefore, it is argued, union leaders cannot normally take 
employment reactions into consideration in wage negotiations.^^ 

On the other hand, other economists contend that there are a num- 
ber of industries where conditions exist which require that union leaders 
take account of possible employment reactions in making decisions as to 
wage policy.^^ This is true where an industry is only partially unionized 
and imposition of excessive rates on organized firms will cause them to 
lose business to the nonunion sector of the industry. Similar concern v/ith 
the employment efl^ects of increased wage costs will also be found in in- 
dustries characterized by strong competition in the product market and 
in industries where it is relatively easy for employers to move their plants 
to other areas. 

Areas in which these conditions exist are by no means exceptional. 
Employment in five industries where there is clearly no single firm control 
of the product market, and where competition among firms is keen — 
textiles, apparel, leather goods, furniture, and lumber — amounts to over 
one quarter of total employment in manufacturing.^^ The textile and 
apparel industries have also been characterized by a movement of new 
capital into nonunion areas by reason of the high costs imposed by union 
wage pressure in organized areas. Industries in which union organization 

ISA. M. Ross, Trade Union Wage Policy (Berkeley, Calif.: University of California 
Press, 1948), p. 80. 

19 G. P. Shultz and C. A. Myers, "Union Wage Decisions and Employment," Ameri- 
can Economic Review, Vol. XL, No. 3 (June, 1950), p 379- 

20 Uid., p. 378. 
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is only partial also are important in terms o£ workers employed. It is esti- 
mated that less than 50 per cent of workers in the following manufactur- 
ing industries are covered by union agreements: baking, chemicals ex- 
cluding rayon yarn, flour and other grain products, furniture, hosiery, 
jewelry and silverware, knit goods, leather luggage, handbags, novelties, 
lumber, paper products, pottery including chinaware, shoes, cut stock 
and findings, stone and clay products, and silk and rayon yarn. 

Industries which are between 80 and 100 per cent organized today 
account for less than half of all gainfully employed workers. Therefore, 
there are many industries in which unions must take account of employ- 
ment reactions simply because such consideration is essential to the con- 
tinued existence and strength of the union. Moreover, if business becomes 
more competitive as the artificial stimulus of armament production is 
reduced, unions will find that wage increases cannot as easily be passed 
on to consumers and that the employment effects of wage pressure must 
be reckoned with. While admittedly it is difficult for union leaders to 
anticipate what employment reactions will follow upon particular wage 
policies, their lack of concern for such reactions must be viewed against 
the unusual economic circumstances and tight labor market which pre- 
vailed during World War II and the postwar years. In a less formidable 
economic environment, union leaders may find it necessary to change 
their attitudes on this important issue. 

Wage Policy as a Tool 

When a union requests higher wages, usually it is aiming at pre- 
cisely that. Often, however, its real objective may be something else. For 
example, unions commonly utilize wage slogans in membership drives. 
When the CIO put on its big mass-production industry drives in 1936-37, 
it played up demands for higher wages. "Join the union for a buck; get 
a buck a day increase,” has been a common rallying cry.^^ 

Unions are not alone in using wage policy as a tool in organizing 
drives. Employers often grant wage increases to stymie unionization. In 
1936-37, United States Steel gave increases to forestall unionization. 
Then it was forced to grant more wage increases after the union was 
recognized. 

Wage policy may also be used to allocate income. Most union con- 
tracts provide overtime pay at the rate of time and one half for all work 
in excess of 8 hours a day or 40 hours a week. Likewise, premium pay is 

This section owes much to J. T. Dunlop, Wage ’Determination under Trade Unions, 

Op, cit. 
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usually provided for work on Saturdays, Sundays, and various specified 
holidays. 

Although in times of full employment penalty overtime provisions 
tend to increase the individual worker’s wage bill, historically the main 
union objective has been, once hours were reduced to a reasonable level, 
to use penalty overtime provisions to discourage employment of the same 
workers beyond the regular workweek and thus to encourage manage- 
ment to spread the work among more employees. In other words, instead 
of using two shifts of 12 hours each for around-the-clock operations, 
penalty overtime encourages the use of three shifts of 8 hours each. In 
this way wage policy is utilized to spread work or to allocate income 
among more employees in the union. 

Penalty overtime for Saturday or Sunday as such, however, is also 
a means of penalizing employers for depriving workers of their ordinary 
leisure hours. The use of wage policy to secure paid leisure is also illus- 
trated by the prevalence with which paid vacations and paid holidays 
now appear in union agreements. The drive for paid vacations began in 
the late 1930’s. Not infrequently unions gave up opportunities to win 
wage gains in order to secure paid vacations. Undoubtedly, this was in 
line with the wishes of the workers. Many employees had had consider- 
able unpaid leisure during the depression and to them a paid vacation 
had a peculiar satisfaction which placed it above a mere wage increase 
on their preference scale. Moreover, since paid vacations have tradition- 
ally been the perquisite of the upper classes, the employees saw in them 
a social as well as an economic gain. The situation with respect to paid 
holidays, which became a major objective of union policy during World 
War II, has been similar. 

^'Fringe” issues, including not only vacations and holidays but sick 
leave and benefit programs as well, are often pushed by union leadership 
because of their prestige value to the leadership. In the post-World War 
II years, benefit programs became a vogue. The union leader who did 
not secure such a plan for his membership was not ^'keeping up with the 
Joneses” in the social stratum of union leadership. Hence it was not un- 
common to see more stress placed on benefits than on wages, although 
inflation continued to make wages as such the dominant issue. 

The steel and auto unions have used bargaining pressures for wages 
and fringe benefits to effect broad social improvements. Thus the drive 
for pensions in 1949-50 was intended in part to get industry support for 
raising social security payments. The 1955 drive for the guaranteed an- 
nual wage plan was aimed at evening out seasonal fluctuations in employ- 
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ment and obtaining industry support for increased state unemployment 
compensation payments. 

In Chapter 6 , we noted how wage policy could be used to control 
the rate of technological change. The rate secured by the union for work 
on a new machine could make the machine more or less economical to 
introduce and thus go a long way to determine the speed with which it 
was introduced. We noted there also that wage policy could be utilized 
to control entrance to the trade. A high rate for apprentices tends to dis- 
courage their use; a low rate to encourage their use. 

Wage policy may also be utilized to control working conditions. 
Longshoremen receive triple time for loading explosives on ships and 
double time for loading such unpleasant cargo as fertilizer. Shipyard 
welders are paid extra compensation for the nasty job of welding in the 
hold of the ship. Penalty rates of one kind or another are frequently de- 
manded by unions not only for dangerous and unpleasant work but also 
to encourage managerial improvement of such conditions. 

Along the same line has been the development of shift diflferentials. 
During World War II, it became quite common to pay 5 cents per hour 
or a 5 per cent differential for the "swing” or 4 p.m. to 12 midnight shift, 
and a differential of 10 cents an hour or 10 per cent for the "graveyard” 
or 12 midnight to 8 a.m. shift. This practice has been continued since 
the war. The rationale for these provisions is that working odd hours 
upsets personal and family life to such an extent that extra compensation 
should be paid. 

It should be noted that in all of the foregoing matters, wage policy 
was used primarily not to secure increases but to achieve other objectives. 
If one fails to realize that wage policy is a tool as well as an end, union 
wage policy becomes incomprehensible. Moreover as employer actions in 
raising wages to keep out unions illustrate, management also has fully 
realized that wage policy is both a tool and an end. 


POWER ASPECTS OF WAGE DETERMINATION 

In organized firms, wage determination involves a balancing of 
power. It reflects the union’s power to strike and to inflict damage by a 
strike and the company’s ability to withstand a strike and impose loss of 
earnings on employees. Even when a strike is not threatened, the power 
of a union to strike makes itself felt at the bargaining table. As one writer 
puts it, unions regulate the wage rate "not by sustained control of sup- 
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ply, but by control o£ the buyer, who is the employer. The technique is 
the strike. 

Union bargaining power depends upon three basic elements: the 
right to strike, the ability to strike successfully, and the amount of loss 
which can be inflicted on the employer by a strike. The legal right to 
strike, of course, is a basic prerequisite to union power. If the union con- 
tract in question is a 2-year contract with a wage reopening after 1 year 
and the contract contains a no strike clause, the union may not be able to 
strike lawfully to enforce its wage demands during its term. A strike in 
violation of a contract may leave the union open to a suit by the employer 
for damages for breach of contract, or an injunction may be obtained to 
halt the unlawful work stoppage. Furthermore, when a union strike is 
unlawful, other unions frequently will not honor the picket line and there- 
fore the effectiveness of the strike is weakened. Obviously when such cir- 
cumstances exist, the union’s bargaining power is limited. 

If the union has the right to strike, the next consideration is its 
ability to strike successfully. This will depend upon such circumstances as 
the cohesiveness of the union, the degree of internal dissension, the pos- 
sibility of raiding by rival unions, the amount of funds in the union treas- 
ury, the ability of the union to pay strike benefits, the extent to which 
strikers can obtain employment or compensation elsewhere, and, of 
course, the degree of support by the membership for the union demands. 
Even such circumstances as the time of year will affect a union’s ability 
to strike successfully. Employees don’t mind losing a few weeks’ work 
on strike in the summertime, but they are loath to do so 2 weeks before 
Christmas! 

The third important factor which determines the bargaining power 
of the union is its ability to impose a substantial hardship on the employer 
by calling a strike. This will depend upon the nature of business of the 
employer, the position of the firm in the industry, its financial resources, 
and similar circumstances. If a company is engaged in retail trade, for 
example, it is extremely vulnerable to a strike because any business lost 
through a shutdown cannot be regained at a later date. People will not 
stop eating while a restaurant is on strike. They will simply eat their 
meals elsewhere. On the other hand, if an automobile company goes on 
strike, its permanent loss of business might be negligible. For a time, cus- 
tomers can be supplied out of inventory. Thereafter, many customers will 
wait for a particular make of car until production is resumed. Sometimes 

22 C. E. lindblom. Unions and Capitalism (New Haven; Yale University Press, 
1949), p. 58. 
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a strike may afford such companies a convenient excuse to curtail produc- 
tion and thus give dealers time to work down excessive inventories. 

The power of the union to hurt the employer will depend upon the 
financial position and the profitability of the company. In some indus- 
tries, companies work on narrow profit margins and have little working 
capital. They rely on continuing sales to enable them to meet their bills, 
and any interruption of production has to be avoided at all costs. In other 
cases, companies are financially strong and can stand a long strike. Fre- 
quently, large companies have a number of plants or branch operations, 
and if a strike shuts down only part of their operations, they can with- 
stand a long strike by offsetting losses in one area with profits in another. 

Just as a union’s ability to strike successfully depends in part upon 
the time of year, so does its ability to impose losses on the employer. The 
threat of a strike is obviously most effective when the employer is going 
into his peak season. If contract negotiations break down during a slack 
season, the employer may not care about a strike since he may have been 
thinking in terms of curtailing production and laying off employees any- 
how. Both unions and management are keenly aware of the strategic 
importance of having contract negotiations occur at an advantageous 
time, and there is always a good deal of sparring over the issue of when 
a contract should expire or come up for renegotiation. 

The power of a union to interrupt production schedules is relevant 
to the concept of status which one management representative has sug- 
gested is becoming increasingly important in management thinking. In- 
dustry today is so complex that commitments for supplies must be made 
many months in advance. Every supplier wants to build a reputation for 
dependability in meeting such commitments to his customers. Likewise, 
when a company produces for the consumer market — as in the automo- 
bile industry — each company wants to maintain its status in the eyes of 
the consumer. If it is shut down by a strike, it will lose its usual share of 
the market and its prestige will suffer. As one writer puts it, '‘status as a 
dependable supplier, either to big scarce customers or to millions of ad- 
herents to brand (corporate) names vies with price and profit as a domi- 
nant factor in managerial wage decisions. Many companies are more 
concerned about the effect interrupted production will have on their cus- 
tomers than they are on the cost-price aspects of a wage demand. There 
is of course an upper limit at which the latter consideration becomes para- 

23 Leland Hazard, "Wage Theory: A Management View,” in G. W. Taylor and F C. 
Pierson (eds.), New Concepts in Wage Determination (New York: McGraw-Hill Book 
Co., Inc., 1957), pp. 32-50. 
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mount, and this can usually be delineated in terms of relationships with 
other firms in the industry. 

An employer’s tax situation can often be of crucial importance in 
determining the balance of power in wage negotiations. During World 
War II and the Korean war, when the excess profits law taxed profits in 
excess of a certain minimum at 80 per cent, the principal loser by a strike 
was the United States Government, which lost the additional tax revenues 
which would have been payable had companies produced more goods 
and earned more profits. Some companies which were in or were ap- 
proaching excess profits tax brackets felt that since additional earnings 
would be taxed at confiscatory rates, a strike at such a juncture was a 
cheap way of "'getting tough” with the union. 

The loss which can be imposed upon a firm by a strike depends to 
some extent upon the class of labor involved and its importance in the 
entire scheme of production. It has long been recognized that the smaller 
the cost of a factor of production is relative to total costs and the more 
essential it is to production, the higher its price can be pushed up without 
affecting the amount of the factor which employers will utilize. In every 
plant or establishment there are certain workers with relatively scarce 
skills who can paralyze production by a walkout. If their wages constitute 
only a small fraction of total costs of operation, it is understandable why 
an employer will frequently be willing to grant such workers large wage 
increases as the price of uninterrupted production. It was recognition of 
this principle which led the American Federation of Labor to organize 
skilled workers along craft lines. 

Today, however, even a strike of unskilled workers can be as effec- 
tive as a walkout of skilled craftsmen. This is the result of two develop- 
ments: the refusal of other workers to cross a picket line and the decline 
in the use of strikebreakers. Today, a walkout of janitors and sweepers 
in a huge industrial establishment can, if it is a lawful strike, cause a 
complete shutdown and a forced layoff of thousands of workers. The 
right to strike has thus given great power even to unskilled groups who 
are ready to use this power militantly. 

All of the foregoing considerations must be weighed by the union 
representatives in presenting union demands at the bargaining table. 
They must estimate, too, just how long a strike might result, what is the 
possibility of government intervention, and what the chances are that em- 
ployee dissatisfaction resulting from a long strike might endanger their 
own positions. Management must likewise consider the strength and 
weaknesses of its own bargaining position. The wage which is ultimately 
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arrived at will reflect a balancing of these power considerations, the profit- 
ability of the firm, general supply and demand conditions, and the per- 
sonalities of management and union representatives. 

SUMMARY 

Wage determination in the American economy is a complex process. 
It reflects the influence of many forces. Productivity, market position, 
profit levels, size of firm, management ability, size of community, and 
regional conditions — all of these factors affect wage determination in 
both organized and unorganized firms. Criteria such as intra-industry and 
interindustry standards and cost-of-living changes provide guideposts to 
wage determination in individual firms. Union bargaining power is a 
major determinant of wage levels in organized firms, but it is not the only 
element and its importance will vary depending upon the stage of the 
business cycle, the strength of the union, the personalities of union and 
management representatives, and other circumstances referred to in the 
foregoing discussion. 

QUESTIONS FOR DISCUSSION 

1. Discuss the connection between the internal and external wage structure of a 
firm. What is the significance for collective bargaining of the concept of "'wage 
clusters’" ? 

2. If a union has completely organized an industry, to what extent, if any, should 
a particular employer’s ability to pay be a factor in wage negotiations? 

3. Discuss the significance of key wage bargains in wage determination in the 
United States. 
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THE PROBLEM OF 
UNEMPLOYMENT 


One of the principal problems of our economic system 
as it has developed in the United States, and in other countries of the 
world as well, has been its inability continuously to provide full employ- 
ment for all workers seeking employment in the labor market. In this 
and the three following chapters we shall be concerned with various as- 
pects of the problem of unemployment. In this chapter we shall consider 
some of the problems involved in the definition, measurement, and classi- 
fication of unemployment and shall also touch on some of the means 
which might be utilized to achieve a more stable level of employment in 
our economy. In the following three chapters we shall inquire into pos- 
sible repercussions of wage pressure — and in particular of union wage 
pressure — ^upon employment. Are high wages the road to full employ- 
ment ? What wage policy is best designed to achieve recovery in employ- 
ment during a depression ? Should money wages rise faster or slower than 
man-hour output to facilitate the attainment of full employment ? These 
and related issues concerning the level of employment will be the subject 
of our attention in the following chapters. 

UNEMPLOYMENT: PRICE OF A FREE LABOR MARKET 

In coming years we shall hear much about alleged cures for unem- 
ployment. Supplementary unemployment benefits, planned technological 
change, shortening of hours of work, double budgets for government — 
all of these and other programs have as their objective the elimination or 
alleviation of unemployment. Such programs, coupled with intelligent 
government fiscal policy, undoubtedly can do much to reduce the inci- 
dence of unemployment. However, it is important to realize at the outset 
that, within the framework of our economic system, there are limits to 
the extent to which employment can be stabilized. 

Irregularity of employment is, in a sense, one of the costs which a 

349 
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system of free enterprise exacts in return for the privileges which it be- 
stows. Thus, the American worker has greater liberty than a worker any- 
where in the world to shift his place of employment in order to better his 
economic welfare. This is no empty gift— on the contrary, it is a privilege 
of which the American worker has availed himself. For example, it is 
estimated that from a fourth to a third of the workers covered by Old 
Age and Survivors Insurance under the Social Security Act (see Chapter 
19) work for more than one employer during a year.^ 

This unrestricted privilege to change jobs and employers freely 
without permission from a government board is the most pri2ed gift of 
a free labor market. But this same freedom of the employee to move is 
balanced by the freedom of the employer to hire and fire, with the result 
that the individual employee is subjected to the vicissitudes of his current 
employer’s business fortunes. Similarly, the absence of a central planning 
board integrating the production and employment policies of various 
firms and industries means that in certain industries there may be a tem- 
porary surplus of labor due to seasonal and other changes in demand, 
while there are, at the same time, shortages of labor in other areas. Like- 
wise, the un-co-ordinated investment policies of thousands of independent 
employers produce a flow of investment which proceeds by fits and starts, 
with concomitant fluctuations in employment and income, thus giving 
rise to the familiar pattern of fluctuations known as the business cycle. 

UNIONS AND ECONOMIC STABILITY 

Unionism represents a reaction on the part of the laboring class to 
the hardship produced by the unrestricted working of the free labor mar- 
ket. Undue emphasis upon the wage policies of trade-unions has tended 
to obscure the fact that one of the fundamental reasons for the growth 
of organizations among the working population has been the need felt 
by the worker for some organization, bigger and stronger than himself, 
which could afford him security against unwanted change. Capitalism, it 
has been said, gives a promise of security which it has proved incapable 
of fulfilling. John Doe gets a job at the X steel mill. He is told that if 
he works hard he may be promoted some day to foreman — '"Look at the 
president! He worked his way to the top!” John Doe buys a home which 
the capitalistic system enables him to do out of his high wages. He buys 
radios, an automobile, a refrigerator, and other goods on credit. Then 
depression strikes, and he finds himself unemployed. 

1 W. S. Woytinsky and Associates, Employment and Wages in the United States (New 
York: Twentieth Century Fund, Inc., 1953), p. 388. 
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The fear of such insecurity — of living always at the whim of the 
foreman or boss — explains why unions have been able to entrench them- 
selves even in paternalistic firms which have paid high wages and given 
their employees many pecuniary advantages. 

Can unions, through their own policies and in co-operation with 
management, increase and stabilize employment? This avenue of ap- 
proach to the problem of stability deserves the attention of both business 
and labor alike; for the alternative — increasing regulation and planning 
by government bureaucracy — may ultimately spell the end of private en- 
terprise and the liberties which it confers. 


NEED FOR UNEMPLOYMENT STATISTICS 

A variety of social groups are interested in ascertaining the volume 
of unemployment. The AFL-CIO maintains statistical series on unem- 
ployment, and the problem is also under constant study by various busi- 
ness-sponsored or independent research organizations. The New Deal 
spawned a host of governmental agencies which have become a perma- 
nent part of our social fabric and which require employment statistics 
in order to make plans for their operation. Such, for example, are the 
agencies concerned with social security, unemployment insurance, public 
works, and relief programs. These agencies, it will be noted, are largely 
designed to deal with the problem when unemployment has already be- 
come a grim reality. But in recent years there has been increasing interest 
in the role which government can play in combating unemployment at its 
inception. This approach was exemplified in the establishment in 1946 
of a Council of Economic Advisers whose function is to advise the Presi- 
dent on economic matters, to make annual studies of the outlook for 
employment and production, and to report to the President on the possi- 
bility of integrating government investment and expenditure programs 
so as to achieve the maximum employment in connection with the efforts 
of private business. 

The fact-finding endeavors of the President’s Council of Economic 
Advisers, as well as of other groups and students interested in this labor 
problem, are handicapped at the outset by the difficulty in adequately de- 
fining the phenomenon of unemployment. Logically, there are two dis- 
tinct problems involved: one of definition, the second of measurement. 
But for practical reasons, as will become apparent in the following dis- 
cussion, the necessities of measurement have wielded controlling influence 
on choice of definition. 
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WHAT UNEMPLOYMENT IS NOT 

Unemployment is, in a sense, the negative aspect o£ the economic 
process; instead of producing the customary stream of goods and services, 
the economic machine has somehow, through a defect of its internal 
mechanism, gone into reverse and produced not goods and opportunities 
for creative work but waste and idleness. The fact that unemployment is 
a negative phenomenon, however, should not suggest the conclusion that 
it is simply the converse of employment. The problem of definition and 
measurement is more complex than that. It will serve to focus attention 
upon the crucial criteria in the measurement and delimiting of unemploy- 
ment if we first consider what unemployment is not: 

1. Unemployment is not idleness. The man who sells apples on the 
street corner when his plant shuts down is unemployed, but he is not idle. 
Conversely, the retired postman, the employee on vacation, the habitual 
tramp are all members — for the time being at least — of the leisure class, 
but they do not consider themselves unemployed. 

2. Unemployment is not the opposite of employment. The automo- 
bile worker who is laid off and takes a job as a house-to-house canvasser 
may consider himself unemployed, though he is working. Similarly, for 
certain purposes it may be proper to consider skilled workers who are 
forced to take unskilled jobs as a result of a technological change, as 
victims of technological unemployment. Some writers have called this 
stopgap employment '^disguised unemployment.”^ In our economy, the 
relative ease with which an unemployed person can become an independ- 
ent entrepreneur on a small scale — even if he only sells shoe laces on a 
street corner — tends to obscure the line between employment and unem- 
ployment. Disguised employment, therefore, is a factor to be borne in 
mind in any appraisal of xinemployment statistics. Because of the practi- 
cal difficulties involved, however, unemployment estimates do not ordi- 
narily take account of this phenomenon in their calculations. 

3. Unemployment is not the difference between the theoretical (po- 
tential) total supply of labor, including all marginal groups, and the 
number of persons actually employed. If this definition were used, un- 
employment in the United States would hardly ever be below 12 or 13 
million.® The experience of the war years indicated that in times of ex- 

2 J. Robinson, Essays in the Theory of Employment (New York: Macmillan Co , 
1937), p. 84. 

Woytinsky, ''Controversial Aspects of Unemployment Estimates in the United 
States,” Review of Economic Statistics, Vol. XXIII (1941), p. 68. 
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treme labor shortage, high wages will call into the labor market many per- 
sons who do not ordinarily consider themselves part of the labor force. 
Thus, in World War II, 75-year-old men came out of retirement to 
work as messengers for Western Union, while married women left their 
kitchens to build bombers in West Coast aircraft plants. Although such 
persons might be considered part of the labor force for purposes of draw- 
ing up a war mobili 2 ation program, they should not ordinarily be con- 
sidered in estimating the seriousness of the problem of unemployment in 
a peacetime economy; for with the return of normal times, these emer- 
gency additions to the labor force usually return to the kitchen and the 
park bench and do not constitute a labor force which requires our atten- 
tion. 

The potential presence of these groups in the labor market, how- 
ever, calls attention to one of the most perplexing problems in the meas- 
urement of unemployment; for there is a wide variety of such fringe 
groups which are either on the verge of entering or leaving the labor 
market, and their inclusion or exclusion from the labor force will ma- 
terially alter the statistical conclusions of any survey. Thus, for example, 
there are approximately 2 million new workers who enter gainful pur- 
suits each year.”^ Consequently, at the time that any count is made of un- 
employment there will be several hundred thousand persons in their teens 
who have never held jobs, who may not yet have actively engaged in seek- 
ing work, but who nevertheless would be part of the normal increment 
to the labor force. A similar problem is posed by marginal workers of 
low efficiency who can secure employment only in good times; college 
students who work in the summer to pay their way through school; sea- 
sonal laborers who may be in and out of the labor market several times 
within one year;® and women who have left their employment for child- 
bearing but who might return to work if an attractive opportunity pre- 
sented itself. 

DEFINITION OF UNEMPLOYMENT 

What then is unemployment.^ Obviously one definition cannot be 
adequate for all purposes. Since unemployment is a practical problem in 
which many governmental and private agencies are interested, it is con- 
venient to define unemployment in such a manner as to simplify the prob- 

^ p. 68. 

® Seasonal workers are frequently drawn from the "reserve” rather than the regular 
labor force. For example, in 1944, when unemployment averaged a record low of only 
840,000, agricultural employment nevertheless had a net seasonal upswing of 3 million 
between January and July. See Monthly Labor Review, VoL LXIV (1947), p. 6. 
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lem of statistical measurement, yet at the same time to provide a figure 
which includes those groups whose status is of most concern to various 
social agencies. 

Bureau of Census Definition of Unemployment 

The Bureau of Census of the United States Department of Com- 
merce adopts what is essentially a categorization in order to provide a 
meaningful statistical count of the number of unemployed. As can be 
seen from Table 18, the Bureau is not concerned with the total popu- 
lation in its analysis of employment status. Starting with the total popula- 
tion of continental United States, the Bureau excludes (l) persons under 
14 years of age; (2) persons who are inmates of penal institutions, homes 
for the aged, infirm, and needy, mental institutions, tuberculosis sani- 
toriums, and similar institutions; and (3) members of the Armed Forces. 
The resultant net figure is referred to in Table 18 as the '‘civilian non- 

TABLE 18 

Employment Status of Population of United States: June, 1957 
(Thousands of Persons Fourteen Years of Age and Over) 


Employment Status Total 

Civilian noninstitutional population 117,564 

In civilian labor force 69,842 

Employed 66,504 

At work 63,146 

With a job but not at work 3,358 

Unemployed 3,337 

Not in labor force 47,722 

Keeping house 34,127 

In school 2,945 

Unable to work 1,814 

Other 8,836 


Source: U.S. Bureau of Census, Current Population Reports, Series 
P-57 (July, 1957), p. 13. 


institutional population fourteen years of age and over.’’ This group 
which included 117,564,000 persons in June, 1957, comprises many men 
and women who are not part of the labor force and who therefore should 
not be included in any compilation of employment and unemployment 
statistics. However, the dividing line between persons in and not in the 
labor force is a difficult one to draw and, as will be pointed out below, 
the Bureau as recently as February, 1957, adopted certain changes in defi- 
nition which had the effect of excluding from the labor force persons who 
were formerly classified as employed ! 

The civilian labor force is divided between those persons who are 
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''employed’' and those who are "unemployed." The current Bureau of 
Census definitions of these terms are as follows: 

Employed, Employed persons comprise those who during the survey 
week were either: 

a) "at work” — ^those who did any work for pay or profit, or worked with- 
out pay for 15 hours or more on a family farm or business; or 
"with a job but not at work” — ^those who did not work and were not 
looking for work, but had a job or business from which they were tem- 
porarily absent because of vacation, illness, industrial dispute, or bad 
weather, or because they were taking time off for various reasons. 

Unemployed, Unemployed persons include those who during the 
survey week: 

a) did not work at all and were looking for work; or 

b) did not work at all and were 

(1) waiting to be called back from layoff; 

(2) not in school and were waiting to report for a job scheduled to be- 
gin in the next 30 days; 

(3) would have been looking for work except temporarily ill or be- 
lieved no work was available in their line. 

Prior to 1957, persons laid off who expected to be called back to work 
in the next 30 days and persons not in school who were waiting to report 
to a new job scheduled to begin in the next 30 days were both classified 
as employed. These persons are now included among the unemployed. 
On the other hand, persons who were in school during the survey week 
but were waiting to report to a new job scheduled to begin in the next 
30 days were, prior to 1957, included among the employed, whereas un- 
der the latest Bureau classification they are excluded from the labor force. 
The classification "not in the labor force" now includes persons keeping 
house, in school, permanently unable to work, retired persons, and other 
minor groups. 

The Bureau of Census classification set forth in Table 18 affords an 
illuminating picture of employment status. Nevertheless, it has been criti- 
cised as inadequate in certain respects. For example, seasonal workers 
who were neither working nor seeking work in the survey week are not 
included in the labor force. While many of this group may desire employ- 
ment only on a seasonal basis, there are undoubtedly many others who 
would prefer year-round employment but do not even bother to look for 
it because of the lack of employment opportunities in the particular geo- 
graphical location in which they live. 
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Likewise, the treatment of persons with physical handicaps is not 
wholly satisfactory. These persons are treated as unemployable rather 
than unemployed, and they are excluded from the labor force. Experi- 
ence during World War II, however, taught employers that there is a 
definite place in industry for the blind, the maimed, and the crippled. The 
Bureau of Labor Statistics has estimated that there are about 5 to 7 mil- 
lion handicapped workers who could be placed in industrial occupations. 
A study conducted by the Bureau, based on comparative performance 
records of 6,500 unimpaired workers and 4,000 impaired workers (placed 
in jobs where their impairment did not handicap them), indicated that 
the impaired workers were as efficient, had the same absenteeism rate, 
and had only two thirds the number of disabling injuries.^ In considering 
statistics of unemployment, therefore, it is well to bear in mind that con- 
cepts of unemployment alter with social progress and that tomorrow we 
may consider persons to be unemployed who today are deemed unem- 
ployable. 

THE VOLUME OF UNEMPLOYMENT 

Unemployment was the insoluble problem of the 1930's. One in 
every four persons was unemployed in the depth of the Great Depression, 
and the number of unemployed never fell below 10 per cent of the labor 
force until 1941. Table 19 shows the great fluctuations which have oc- 
curred in the number of unemployed persons and also the percentage of 
unemployed relative to the labor force in selected years from 1929 to 
1956. Since 1941, the high level of government expenditures on arma- 
ments which characterized the period of World War II and the period of 
uneasy peace thereafter has kept unemployment at a bare minimum. In 
1953, as can be seen from Table 19, there were only about 1,602,000 per- 
sons unemployed out of a total civilian labor force of 63,815,000 persons, 
or about 2.5 per cent of the labor force. This is considered by economists 
to be close to the minimum amount of unemployment possible in peace- 
time in a dynamic economy such as ours where some workers are in 
process of changing jobs at any given moment and where a small group 
of persons constitute a hard core of unemployed who cannot adapt them- 
selves to permanent jobs in our society. Generally speaking, economists 
consider the American economy to be in 'Tull employment” when unem- 
ployment of 2 or 3 million persists. 

In 1956, unemployment amounted to 2,551,000 persons of which 
510,000 were in the age group 14-19; 1,229,000 were males age 20-64; 

^Monthly Labor Revietu, Vol. LXIII (1946), p. 919. 
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713,000 were females age 20-64; 99,000 were persons 65 and over/ The 
unemployment rate was 3.8 per cent. Despite comparative stability in this 
rate over the year, the turnover among the unemployed was high. On the 
average, more than one half the persons seeking work in one month had 
either found employment or withdrawn from the labor force the follow- 
ing month. They were replaced by an approximate equal number who 
lost jobs or entered the market in search of work.^ 

TYPES OF UNEMPLOYMENT 

The economist customarily classifies unemployment in terms of the 
various types which are most commonly manifested in the economy. The 
particular categories distinguished by the classification are, of course, 
arbitrary. To some extent they obscure some of the basic theoretical 
controversies which prevail as to the causes of unemployment. Thus, for 
example, technological unemployment — the displacement of labor at- 
tributable to mechanization and use of improved production methods — 
is frequently distinguished from cyclical unemployment — the unemploy- 
ment associated with the rise and fall of business activity over the cycle. 
Such a distinction might be considered unwarranted and misleading by 
those cycle theorists who hold that technological development is a pri- 
mary cause of the aberrations in investment which give rise to the business 
cycle.^ On the other hand, from the point of view of the trade-union offi- 
cial, the dichotomy, though arbitrary, may nevertheless prove useful. The 
trade-union may be able to reduce technological unemployment by an 
agreement with the employer to introduce new machinery gradually, 
whereas the same union may be powerless to stabilize employment in the 
face of a cyclical decline in demand. Similarly for the economist, the 
government official, and particularly for the student beginning the study 
of this field, classification of the types of unemployment performs a use- 
ful function in introducing a measure of order into a somewhat chaotic 
subject. 

Therefore, in the following discussion we shall adopt the usual 
classifications of unemployment. These classifications have grown up 
largely as a means of indicating that the various types of unemployment 
to some extent represent differing and distinct causes of aberration in the 

'^Economic Report of the President, January, 19^7 (Washington, D.C.: U.S. Govern- 
ment Printing Office, 1957), p. 142. 

® U.S. Bureau of the Census, Current Population Reports, Series P-50 (March, 1957), 

p. 8. 

® The late Professor Joseph A. Schumpeter was perhaps the best-known exponent of 
this view. See his Business Cycles (2 vols.; New York: McGraw-Hill Book Co., Inc., 1939). 
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economic system. However it is clear that the various subdivisions of un- 
employment which we shall suggest are not mutually exclusive. More- 
over, the fact that the "'types of unemployment” which the economist 
adopts for conceptual clarification may not have counterparts in reality 
is sometimes overlooked by research investigators. One investigator, for 
example, found from a survey that 4 per cent of total unemployment was 
technological.^® This result was obtained by asking the displaced worker 
what the reason was for his loss of job and by classifying his unemploy- 
ment according to his answer. Such a procedure leads to obvious error; 
for the forces that influence any given economic event are typically mani- 
fold and diverse; and to take the opinion of the average worker with re- 
gard to the complex forces which may be responsible for his discharge is 
to expect from him an analysis which even experienced economists have 
been unable to produce. 

Suppose worker John Doe has been laid off at the mine. He does 
not understand why he has been laid off, but the foreman may have told 
him: "Now that things are slack, and we have those new machines, we 
just don't need as much help.” Is John Doe a victim of technological 
unemployment? This is possible, but it is more than likely that other 
influences were also at work. In what stage of the business cycle did the 
layoff occur? If this were 1933, should we call it cyclical and not techno- 
logical unemployment, or is there any difference? What season of the 
year is it? Investigation may indicate that layoffs are typical in the off 
season even in good times. Has the general trend in employment and pro- 
duction been up or down in industry ? Coal has been a sick industry for a 
number of years due to the competition of other fuels. Is John Doe's loss 
of work simply part of this long-run underlying trend in the industry? 
And then, of course, it would be pertinent to inquire how high are wage 
levels, how they compare with surrounding firms and comparable indus- 
tries. In bituminous coal, wage disbursements represent over 70 per cent 
of total costs at the mine. Obviously a large wage increase secured by a 
strong union might so cut into profits as to make employers anxious to 
save expensive labor in every possible fashion. The difficulties suggested 
by this brief example afford a useful introduction to the study of various 
types of unemployment. 

CYCLICAL UNEMPLOYMENT 

The outstanding source of unemployment in our modern economy 
is the recurrent fluctuation in business which has been called the business 

W. I. King, "The Relative Volume of Technological Unemployment,” Journal of 
American Statistical Association, Proceedings, Vol. XXVIII (1933), p. 39. 
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cycle. While the business q^cle has characterized American industrial de- 
velopment almost since its inception, mass unemployment of a cyclical 
nature is a comparatively recent problem. Prior to 1929, the number of 
unemployed in industry did not exceed 5 million per annum. Yet in 1933 
it is estimated that approximately 13 million workers were unemployed. 
The figure of 13 million understates the tragedy of unemployment, for 
another 25 million persons were directly or indirectly dependent upon 
these unemployed. 

Various theories have been advanced by economists to explain the 
recurrent fluctuations in business activity which we call the business cycle. 
Some economists believe that in a capitalistic system progress character- 
istically proceeds in fits and starts. They argue that the primary force 
impelling fluctuations in economic activity is the impact of inventions, 
wars, and new discoveries. These factors raise the rate of profit which 
businessmen expect to make on new investment and induce them to risk 
capital in new ventures. But when the new investment has caught up with 
the developments of science and technology and exploited to the limit 
what is economically feasible, all that remains for a while is mere upkeep 
and replacement.^^ New investment contracts as a consequence, output 
and employment recede, and depression sets in. Other economists, while 
conceding that the profitability of investment may fluctuate from time to 
time due to the impact of such outside influences contend that the great 
fluctuations which actually occur in production and employment are at- 
tributable to the instability of our credit system. Were it not for the great 
expansion of credit which occurs during the upswing of the cycle, the 
boom would never run to excess and presumably the resulting downward 
adjustment would be less severe. 


Characferisfics of Cyclical Unemploymenf 

The causes of the business cycle constitute a separate field of study 
which is outside the scope of our immediate inquiry in this book. It is 
pertinent to this discussion, however, to observe certain definite char- 
acteristics in the fluctuation of employment which customarily develop in 
boom and depression. Thus, for example, it is well established that the 
durable-goods producing industries experience more extreme variations 
in output and employment than those producing nondurable goods. Em- 
ployment in durable-goods industries declined from 4,090,000 in 1929 
to 2,215,000 in 1933; while in nondurable goods industries, the decline 

A Hansen, Full Recovery or Stagnation (New York: W. W. Norton & Co., Inc., 
1938), p. 139. 
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was from 4,278,900 to 3,575,000.^^ Whereas the boot and shoe indus- 
try in March, 1933, was doing about 88 per cent of its normal business 
(based on the 1926-29 average), cement mills operated at only 35 per 
cent, and building contractors at about 11 per cent of normal business 
levels.^^ Thus, it appears that the longer the product lasts, the shorter is 
likely to be the employment of the average worker in the industry pro- 
ducing it. The construction industry, as can be seen from the statistics 
above, is particularly hard hit during depression, the reason being that 
investment in homes or business plants is the type of expenditure which 
can be easily postponed when income falls.^*^ 

The burden of cyclical unemployment is not spread evenly. Some 
industries fare reasonably well, while others are subject to extreme varia- 
tions in demand. Employment in manufacturing has proved to be one of 
the most volatile in the nonagricultural group. The relative decline be- 
tween 1929 and 1932 in employment in manufacturing was equal to that 
in construction and deeper than any other industry division. At the peak 
in 1943, manufacturing employed 17 million workers, about two and one 
half times as many as in 1932.^^ 

In view of the fact that historically durable-goods manufacturing 
industries have been most sensitive to changes in the economic climate 
and in recent years have been the first to feel the effects of recession, it 
is significant that there appears to be a long-run trend toward greater 
employment in durable-goods manufacturing than in nondurable-goods 
manufacturing. For example, in the last 1 5 years, all manufacturing em- 
ployment rose 65 per cent. Durable-goods employment was up more than 
100 per cent during this same period, while nondurable-goods employ- 
ment rose only by 30 per cent. Today, 57 per cent of manufacturing 
employment is concentrated in the durable-goods industries. Electrical 
machinery, other machinery manufacture, and transportation equipment 
have shown the greatest gains, while apparel, food, and textiles are soft- 
goods industries where employment has fallen off most.^® This trend 

^2 C. Gill, Wasted Manpower (New York: W. W. Norton & Co., Inc., 1939), p- 37. 

13 C. Roos, NRA Econofnk Planning, Cowles Commission Monograph No. 2 (Bloom- 
ington, Ind.: Principia Press, 1937), p. 113. 

I'l Fluctuation of employment in the building industry is further aggravated by the 
fact that construction has a definite cycle of its own, reflecting factors which are peculiar to 
that industry. The coincidence of a slump in building with a business depression sends con- 
struction unemployment to appalling heights. See C. D. Long, Jr., Building Cycles and the 
Theory of Investment (Princeton: Princeton University Press, 1940). 

1® Report of the Subcommittee on Unemployment of the Joint Committee on the Eco- 
nomic Report (81st Cong., 2d Sess.), Joint Comm. Print (Washington, D.C.: U.S. Govern- 
ment Printing Office, 1950), p. 35. 

Business Week, February 11, 1956, pp 144-46. 
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would seem to make the economy subject to greater swings in cyclical 
unemployment since production in the durable-goods industries fluctuates 
much more severely than in nondurable-goods industries. 

The burden of cyclical unemployment is not evenly distributed 
among different types of workers. On the whole, time lost is greatest 
among the low-paid unskilled workers, the very ones who can least afford 
it. Minority groups find that discrimination increases with the length of 
the lines at the employment agencies. During the depression of 1938, a 
survey in Philadelphia revealed that one out of every two Negro workers 
was unemployed, while only one out of every four white workers was ex- 
periencing complete unemployment. The incidence of unemployment in- 
creases with extremes in age — the older men, in the absence of seniority 
plans, are usually the first to be laid off; and the young men coming out of 
school find that the door to employment is closed. 

Cyclical unemployment exacts a tragic toll in wasted skills, broken 
homes, warped lives, and ruined health. In money terms, the loss to the 
economy is staggering. The idleness of the decade of the 1930’s, for ex- 
ample, was responsible for the loss of an estimated $200 billion of in- 
come.^^ The loss in terms of healthy citizens is even more serious. It has 
been estimated that in the United States in 1932 the health of one fifth of 
the children of the nation had been impaired as a direct result of the 
depression.^® To this must be added juvenile delinquency, loss of skills, 
and loss of self-respect — ravages of cyclical unemployment which are 
not easily erased with the return of prosperity. 

SECULAR TRENDS IN EMPLOYMENT 

Secular trends are long-term trends which may perhaps take 50 years 
to run their course. They are distinguishable from cyclical movements 
which on the average do not exceed 10 years in duration.^® Secular trends 
in employment within an industry are due to the influence of technologi- 
cal change, population growth, and competition from other industries. 
Perhaps these trends are also due to some fundamental 'daw” in the de- 
velopment of an industry. For example, the typical development of an 
industry might be represented by a logistic curve — that is, production and 

S. Harris, Eostwar Economic Problems (New York: McGraw-Hill Book Co., Inc., 
1943), p. 15. 

'^^Encyclopedia of the Social Sciences (New York: Macmillan Co., 1935), Vol. XV, 

p. 148. 

Business cycles are normally considered to be of two types — ^the so-called ”40-month 
cycle” and the so-called "Juglar cycle,” which lasts about 10 years. The so-called ”Kondratieff 
cycle,” which lasts about 50 years, is, for the purpose of this discussion, included in the 
category of secular trends. 
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employment rise first at an increasing rate, then at a decreasing rate, 
finally reach a maximum as demand becomes stabilized, and eventually 
decline. 

Secular trends are at work not only in particular industries but also 
in the economy as a whole, and perhaps also in the world at large. Thus 
changes in gold supply, wars, disease, and population shift will all affect 
employment trends. According to one theory, there are "long waves” in 
economic development, reflecting such underlying causes and averaging 
in the neighborhood of 50 years in duration.^® If the low point of a long 
wave happens to coincide with the low point of a business cycle — as may 
have been the case in 1933 — a very serious and deep depression will re- 
sult, with a corresponding sharp reduction in the volume of employment. 

Theory of Secular Sf agnation 

The drop in production and employment which characterized the 
depression of the 1930’s was so great and the recovery from depression 
was so slow that some economists concluded that this depression was 
symptomatic of a profound change which had affected the American eco- 
nomic system. According to this view, the large-scale unemployment of 
this period was not the result of a mere temporary depression phase of the 
business cycle but rather was associated with long-term secular stagnation. 
It was argued that the expanding employment of earlier years was de- 
pendent upon the existence of adequate investment opportunities. These 
had, in the past, been provided by the needs of a rapidly growing popu- 
lation, the expanding geographical area of this country, and a high rate 
of technological progress. However, none of these factors could — it was 
argued — ^be relied upon in the future. The rate of population increase 
had declined, and perhaps by the end of the century population in this 
country would cease to increase. There were no new frontiers to exploit. 
New inventions might supply the necessary investment opportunities, but 
the rate of technological progress also had seemed to decline. Railroad 
development had supplied the basis for high employment in the latter 
part of the nineteenth century; expansion of the automobile and allied 
industries supported the prosperity of the 1920’s. But in the following 
years, no invention appeared of comparable importance to afford new 
investment and employment opportunities. 

The doubts raised by these economists with respect to future em- 
ployment prospects found support in the theoretical writings of John 
Maynard Keynes who, in 1936, published his influential treatise entitled 

20 N. Kondratieff, "The Long Waves in Economic Life,” Review of Economic Statis- 
tics, Vol. XVII (1935), pp. 105-15. 
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A General Theory of Employment , Interest and Money. Prior to publi- 
cation of this work, many economic theorists viewed unemployment as 
a result of wage levels which were too high. The labor market was con- 
sidered to be governed by the same rules of supply and demand which 
regulated product markets. If labor remained unemployed, it was because 
its price was too high. If money wage rates were lowered, it was thought, 
more labor would be employed, and at some rate ''the market would be 
cleared” and unemployment would disappear. 

Keynes, however, took the position that the lowering of money 
wages would not necessarily reduce unemployment. He said that the 
volume of employment depended upon the level of spending by con- 
sumers and business. In other words, the money spent on consumption 
and investment determined the volume of employment. If consumers re- 
ceived income but did not spend it all on consumption — that is, if they 
tried to save part of their income — a deflationary influence was exerted 
on the economy, and employment might decline as a result unless there 
were offsetting expenditures by business in the form of new investment. 
The difficulty is, however, that decisions as to savings and investment are 
made by two different groups of people, and there is no necessity that 
they be co-ordinated in a capitalistic system. The amount which the econ- 
omy invests is governed not by the amount of savings made available by 
consumers but by the expectation of profit by businessmen. Keynes thus 
made clear that in our society full employment was not something that 
could be taken for granted. Since savings were continuously made by the 
community, there was a continual need for new investment opportunities 
so that investment could be made to maintain the income stream. If in- 
vestment opportunities declined while savings continued, the economy 
would be plunged into a downward deflationary spiral from which re- 
covery would be extremely difficult. Indeed, unless there was a significant 
acceleration in the rate of technological discovery so as to make private 
investment attractive, it appeared to Keynes and his followers that the 
federal government would have to take up the slack and provide the 
needed investment to maintain purchasing power. 

Whether there is a tendency toward "maturity” (i.e., a slackening 
of economic growth) and long-run underemployment in our economy is 
a debatable question. Every age has had its prophets who have made 
similar dire predictions that progress had come to an end; yet every cen- 
tury has witnessed new inventions, new comforts, and higher levels of 
employment and real income. Peacetime utilization of atomic power cer- 
tainly can provide investment opportunities far exceeding those provided 
by the railroad or automobile. Nevertheless, it must be conceded that the 
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unemployment problems of the 1930's were never really solved by private 
industry, and it was only rearmament, war, and more rearmament which 
kept unemployment at low levels. If the federal government were sharply 
to curtail armament expenditures and balance its budget, there are many 
economists who believe that the problem of underemployment and sec- 
ular stagnation would again be with us. 


SEASONAL UNEMPLOYMENT 

Seasonal unemployment is due to variations in business during the 
year caused by climatic or other seasonal changes in supply and by chang- 
ing seasonal demands reflecting custom, habit, and style factors. On the 
supply side, seasonal variations result in a fluctuating flow of materials 
or seasonal alteration in production techniques. Agriculture, for example, 
reflects the direct influence of the weather and therefore is peculiarly 
susceptible to seasonal variation in output and employment. Moreover, 
the various industries which process agricultural products are likewise 
subject to seasonal fluctuation in employment due to the availability or 
nonavailability of the raw material upon which their operation depends. 
On the demand side, seasonal variations are particularly marked in those 
industries which produce imstandardized consumption goods with rela- 
tively elastic demands. The Easter bonnet and the Christmas card are two 
illustrations of commodities in the demand for which seasonality plays 
a dominant role. To a lesser extent, seasonal variations attributable to 
either supply or demand conditions characterize the manufacture of agri- 
cultural equipment and the fertilizer, construction, and mining industries. 

The seasonal variation in employment in particular industries takes 
on such a definite pattern that it can be forecast with considerable exacti- 
tude. Statistical techniques have been developed to eliminate its influence 
from data of employment, production, and sales so as to permit analy- 
sis of the statistics free from distortion produced by seasonal variation. 
Within any large state or area — if industry is diversified— opposite sea- 
sonal variations tend to counteract one another so that net seasonal fluc- 
tuations in total employment may be relatively small in consequence.^^ 
For the country as a whole such a balancing will always occur, but because 
of the distance involved and the insufficient mobility of labor, a substan- 
tial amount of seasonal unemployment may remain. One investigator 
estimates that the ‘'excess” labor supply attributable to seasonal factors 

See, for example, V. Boothe and S. Arnold, Seasonality of Employment in Ohio 
(Columbus: Ohio State University Bureau of Business Research, 1944), p. 7. 
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is roughly 3 per cent for manufacturing industry, 15 per cent for con- 
struction, and 5 per cent for total trade.^^ 

Seasonality in Agriculture 

In agriculture, the problem of seasonal unemployment is even more 
acute. The seasonality of the pattern of demand for labor has given rise 
to a migratory labor force, moving from one area to another, following 
the cycle of the crops. These people, generally in the very low-income 
brackets, unable to form fixed associations or community ties, present a 
serious political and sociological problem with which no relief agency 
has been able to cope. 

Figure 22 shows trends in the labor force from 1951 to 1957. This 
chart shows clearly the seasonal upswing and downswing in employment 
which occurs with regularity year after year. As can be seen from the 
striking similarity in fluctuation in the curves representing total labor 
force, civilian labor force, total employment, and agricultural employ- 
ment, swings in employment are for the most part due to the seasonal 
character of agriculture in this country. 

TECHNOLOGICAL UNEMPLOYMENT 

Technological unemployment is that displacement of labor by ma- 
chinery and improved methods of production which is attributable to 
advances of the arts and sciences or to improvements in the technique of 
management. This definition does not make technological unemployment 
synonymous with all kinds of displacement of labor by machinery. For 
example, suppose that a minimum wage is imposed on an industry, dou- 
bling the wage rates which it has to pay. Employers would now find it 
profitable to introduce machines already known and in use in other indus- 
tries but which hitherto had not been profitable to utilize in this particular 
industry operating at a low wage rate. Some labor will be displaced by 
the introduction of the machines, but it would be misleading to attribute 
this to technological change. The unemployment in this case is attribu- 
table to the rise in the price of labor and would have occurred even in a 
stationary state where technological progress was absent. Thus for the 
purpose of precise analytical reasoning, it is important to distinguish 
"'substitution” unemployment from ""technological” unemployment. In 
actual practice, however, it is usually impossible to separate the two, so 

S. Kuanets, Seasonal Variations in Industry and Trade (New York: National Bu- 
reau of Economic Research, Inc., 1933), p. 353. 
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that any figures for technological unemployment are likely to contain a 
substantial amount of substitution unemployment as well. 

The effects of technological unemployment are far flung and diffuse; 
they are to be traced far beyond the displacement of particular workers 
by a new machine. When the continuous automatic strip mills were intro- 
duced in the steel industry, whole communities were rendered dead and 
inactive overnight. Tradespeople, professional workers, school teachers 
— all alike were affected by the repercussions of introduction of this in- 
vention. 

Possibility of Permanent Technological Unemployment 

Can laborsaving machinery produce permanent technological un- 
employment ? The answer to this question will depend upon whether we 
are considering a particular firm or industry, on the one hand, or the 
economy as a whole, on the other hand. In a particular firm or industry, 
the effect of a laborsaving machine upon employment will depend upon 
the rate of introduction of the machine, the laborsaving capacity of the 
machine, the extent to which the skills of the old workers are still useful 
under the new method of production, and the elasticity of demand for 
the product. The latter phrase refers to the manner in which sales of the 
product are related to changes in price. If the price of a product is re- 
duced, say, 10 per cent as a result of technological improvement and sales 
increase by more than 10 per cent, we say that the demand is elastic (or 
has an elasticity of more than unity) ; while if sales increase by less than 
10 per cent, we say that demand is inelastic (or the elasticity of demand 
is less than unity) . 

If the demand for the product is highly elastic, it is possible that 
sales at the lower level of prices made possible by the laborsaving ma- 
chinery will be sufficiently great to reabsorb all the labor displaced by the 
new machinery. The extent to which this is accomplished will depend 
upon how many workers were displaced by the machinery and by the 
rapidity of introduction of the machinery. Even if a new machine is highly 
laborsaving, it is possible that a strong union may be able to retard the 
rate of its introduction so that the rate of displacement is equal to the 
normal attrition rate in the industry — i.e., the number of men displaced 
will be equal to the number of workers who would normally leave the 
industry because of old age, death, sickness, etc. Finally the incidence of 
the new machine will depend in part upon its effect on the usefulness of 
skills of the old workers. For example, when the linotype was first in- 
troduced, employers tried to use stenographers to run the linotype ma- 
chines, but they soon discovered that the training and skill of the printer 
made him a more efficient operator of the machine. Consequently, even 
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nonunion shops found it advantageous to develop machine operators from 
the ranks of hand compositors. By contrast, introduction of the Owens 
automatic machine and the feed and flow device in the glass bottle in- 
dustry enabled employers to replace highly skilled blowers with unskilled 
workmen. 

Whether laborsaving machinery can produce permanent technologi- 
cal unemployment in the economy as a whole has long been the subject 
of controversy in the literature. According to economic theory, the effect 
of a laborsaving invention is to raise the marginal product of capital rela- 
tive to labor and thus reduce the relative share of labor in the national 
income. Some writers have seized on this possibility to argue that a de- 
cline in the relative share of labor in the national income will mean a 
shift of income from those classes which save little to those which save 
more, with the result that consumer purchasing power will be diminished, 
a deflationary influence will be exerted on the consumption goods in- 
dustries, and the equilibrium level of employment will therefore be re- 
duced.^^ This conclusion, however, rests on an erroneous major premise 
and is not borne out by historical evidence. While most inventions are 
laborsaving, there has been no long-run trend toward a reduced share for 
labor in the national income. The effect of a laborsaving invention in 
reducing the relative share of labor in the national income is only tem- 
porary. Since the invention also increases the marginal productivity of 
capital, and therefore the expectation of profits, investment will increase 
and thereby raise the marginal productivity of labor and the level of 
employment. 

Effects of Laborsaving Improvements 

The reaction of employment in the economy as a whole to the intro- 
duction of laborsaving improvements in a particular industry or indus- 
tries can be illustrated by a simplified model. Assume that an improved 
machine reduces the cost of automobile production by 10 per cent. Assume 
further that at the former level of output, 10 per cent of the work force 
could be displaced by the new machine.^^ We may then examine the be- 
havior of employment in four possible situations. 

23 J. Robinson, Essays in the Theory of Employment (New York: Macmillan Co., 
1937), p. 135. 

2^ In the ordinary case the percentage displacement of labor will differ from the per- 
centage saving in cost. If an invention is highly laborsaving and if labor costs are only a 
small percentage of total costs, the percentage displacement of labor will usually exceed the 
percentage reduction in total costs. The assumption made in the text that percentages corre- 
spond is adopted merely to achieve greater symmetry in the exposition. Such correspondence 
would be possible where the invention, though labor saving, also reduces material (and 
other) costs, so that the percentage reduction in total costs roughly parallels the percentage 
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1. Prices o£ automobiles are reduced 10 per cent, and the demand 
curve has an elasticity of unity. 

In this circumstance, the expenditure upon automobiles by the pub- 
lic will remain constant, but the number of automobiles manufactured 
will increase by 10 per cent. Employment will remain approximately un- 
changed, the displacement effect being offset by the increase in produc- 
tion. Manufacturers of automobiles will cover their costs, even though 
they are now selling a large volume at the same total price, because their 
costs have been lowered by the technical advance. 

2. Prices of automobiles are reduced 10 per cent, and the demand 
curve has an elasticity greater than unity. 

In this case, expenditures upon automobiles will increase, which 
means that output will increase more than proportionately to the reduc- 
tion in price. Hence new employment opportunities will open up in the 
automobile industry. Since consumers are spending more of their total 
incomes on automobiles, they will have less to spend on other products. 
However, the increased production of automobiles will induce manufac- 
turers to increase orders for many types of raw materials and accessory 
products. Therefore the reduction in employment in other areas probably 
will be less than the increase in employment in the automobile industry, 
so that total employment will increase. Since some of the expansion in the 
automobile industry will be accomplished through increased borrowing 
by the automobile companies, additional funds will thus be put into cir- 
culation, aggregate demand will rise along with real output, and con- 
sumers may find that they still are able to buy their accustomed volume 
of other products, despite their increased expenditure upon automobiles. 

3. Prices of automobiles are reduced 10 per cent, and the demand 
curve has an elasticity less than unity. 

This circumstance is the one which is most difficult for labor. Since 
consumers will now spend a smaller total amount on automobiles, there 
will be some displacement of labor in this industry. Assuming no com- 
pensatory governmental payments to the displaced workers, their income 
will be cut off so that a deflationary effect will be produced on total de- 
mand. On the other hand, by reason of the decline in auto prices, con- 
sumers will have disposable income with which they can purchase more 
of other products. Output and employment will therefore tend to increase 
in other industries. Thus, it is conceivable that all displaced labor from 
the automobile industry will be absorbed in other parts of the economy. 
This possibility assumes: (a) that consumers generally increase their 
purchases of other commodities by the full amount of their reduced ex- 
penditures on automobiles; (b) that labor displaced in the auto industry 
is able and willing to seek employment in other areas. 
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Each of these assumptions is subject to obvious objections. Con- 
sumers may prefer to hoard in a sock the money saved by reason of the 
automobile price reductions. Even if they put the funds in a savings bank 
to be invested, there will be some lag during which a deflationary influ- 
ence will be exercised upon the economy. 

Equally suspect is assumption (b) that labor is mobile. Adam Smith 
once said that man is, of all sorts of luggage, the most difficult to trans- 
port. Workers are understandably reluctant to leave their homes, com- 
munities, and circle of friends to seek new jobs elsewhere when machines 
deprive them of their means of livelihood. Thus to a certain extent, some 
technological unemployment is voluntary — in the sense that it might be 
eliminated if workers were willing to move to other areas. One may well 
ask, however, why workers should bear this cost of change when the tech- 
nological improvement benefits the whole community. Moreover, in many 
cases, the effect of the technological innovation is to render it difficult for 
the displaced worker to find work elsewhere. This would be the case 
where invention eliminates the usefulness of a highly specialized skill, 
with the result that a technician, formerly highly paid, can be reabsorbed 
in industry only as a common laborer. Mobility of labor requires a will- 
ingness not only to move to other areas but also to accept work at a lower 
wage rate, 

4. Prices of automobiles are not reduced at all, and profits rise 10 
per cent. 

In this case, again, the first effect is that workers displaced in the 
automobile industry are deprived of their incomes. What they cannot 
spend may be spent by the entrepreneurs whose profits are increased. At 
best, employment in other industries will remain unchanged. (Note that 
since in this case there is no reduction in consumer expenditure on auto- 
mobiles, there is no tendency to increased output and employment in 
other industries as in example 3.) If there is hoarding by entrepreneurs 
out of profits, unemployment attributable to this source will be added to 
the technological unemployment in the automobile industry. The addi- 
tional unemployment so produced is attributable to the holding of idle 
balances and should be distinguished from technological unemployment 
per se. Entrepreneurs will not ordinarily prefer to hold idle balances 
rather than invest them at a profit unless something has happened to 
diminish profit expectations. The normal result of technological progress 
is to raise, not to lower, entrepreneurial expectations of profit. If the aug- 
mented margin of profit produced by the laborsaving machine induces 
additional investment, the new employment associated therewith will 
tend to offset the technological unemployment produced by the introduc- 
tion of the machinery. 
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In actual practice, prices will rarely fall by the full amount of the 
reduction in cost effected by a technological innovation; nor are prices 
maintained at their former level without any downward adjustment. 
However, the fact that real wages in the United States doubled from 
1840 to 1910^^ — a period characterized by trusts and monopolies, on the 
one hand, and a relatively unorganized labor market, on the other — indi- 
cates that the recipients of profits have not been the only ones to benefit 
from technological change. Nevertheless it is desirable that, at least tem- 
porarily, profits should be increased by technological change. If employ- 
ers were compelled to lower prices or to increase wages by the full amount 
of the savings in cost produced by a technological change, there would 
be no inducement afforded to make further investments in improved ma- 
chinery. 

Technological Progress and Employment Opportunities 

The full effect of laborsaving machinery upon employment cannot 
be understood unless such improvements are viewed as part of a dynamic 
technological environment which is essential to new investment. Our 
brief illustration of the effects of introduction of laborsaving machinery 
in the automobile industry took no account of the fact that invention and 
production of such a machine created new jobs in the machinery industry. 
Production of laborsaving machinery is itself a major form of new invest- 
ment, and it is new investment which is the driving force of our economy, 
creating new employment opportunities, and raising the standard of liv- 
ing. In our discussion of secular unemployment, we noted that some 
economists believe that a decline in the rate of technological progress may 
produce secular stagnation and continuing unemployment. A high rate of 
technological progress is therefore essential if we are to maintain a high 
level of business activity. The community may have to liberalize unem- 
ployment benefits and take other measures to ease the burden of tech- 
nological unemployment. Any plan, however, which seeks to reduce 
technological unemployment by reducing the rate of technological change 
itself is likely to be self-defeating. Such a plan, if successful, would tend 
to reduce the volume of new investment and the job opportunities asso- 
ciated with it. 

Automation and Unemployment 

Much has been written in the last few years about automation. 
Will the effects of automation on employment be any different than that 

25 A. Hansen, "Factors Affecting the Trend in Real Wages," American Economic 
Review, Vol. XV (1925), p. 32. 
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resulting from the introduction of laborsaving machinery ? The answer 
would seem to be: no. Automation is simply today’s application of the 
principle of substitution of capital for labor through improved tech- 
nology. 

Automation is a term which encompasses two types of technological 
developments. The one may be called "'advanced mechanization.” This 
is exemplified by the type of operation found in the automobile industry 
where a high degree of automatic operation has been achieved by the 
integration of machines with each other and the automatic handling and 
transfer of parts. The other aspect is known as "feedback control.” This 
process is exemplified by the oil refineries and involves a closed system 
of self-correcting controls so that an entire process can be operated — 
frequently around the clock — with little or no manual labor. 

Both types of automation involve large capital expenditures and 
both, of course, involve displacement of labor. Automation makes pos- 
sible reduced costs and the performance of certain operations — as in the 
handling of fissionable materials — ^which could not be done through con- 
ventional machine operation. Like other forms of technological develop- 
ment, automation has produced a tremendous demand for capital goods, 
in this case in the form of new machines, automatic controls, and elec- 
tronic devices, and therefore has opened up many new employment 
opportunities in the industries producing such items. In those industries 
where automation has been applied, there has been displacement of 
labor. Automatic factories, however, are not workerless. For example, 
the atomic plants at Oak Ridge are run by 20-30 girls but require the 
services of hundreds of maintenance men and engineers.^^ 

Automation is revolutionary in potential, but it is evolutionary when 
viewed against the long and continuous stream of progress made in sub- 
stituting machinery for labor in American industry. 

WAGE DISTORTION UNEMPLOYMENT 

Earlier in this chapter it was observed that some economists believe 
that "too high” a wage level can produce general unemployment in the 
economy as a whole. If this view is accepted, most types of unemploy- 
ment reduce to "wage distortion unemployment,” since whether the 
unemployment is the result in the first instance of a decline in business 
activity in the course of the business cycle or of the widespread introduc- 
tion of laborsaving improvements, the unemployed could find jobs only 

26 John Diebold, "What is Automation?" Management Record, September, 1955, 
p. 557. 
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if they would accept a "competitive*' wage — that is, a wage which would 
result from unrestricted operation of the forces of supply and demand in 
the labor market. Unions, however, it is claimed, maintain artificially 
high wage rates despite the fact that a large volume of unemployment 
exists, and thus the unemployment is the result of the distortion of wages 
produced by union policy. 

The shortcomings of this theory have already been referred to in 
earlier chapters. It rests upon a notion of the labor market which is highly 
unrealistic. Moreover, it yields the entirely implausible conclusion that 
the 16 million persons who were unemployed in 1933 could have found 
gainful employment if only they would have been willing to work for a 
low enough money wage. The problem of whether general increases in 
wage rates may produce unemployment and of the efficacy of wage reduc- 
tions in reducing unemployment will be more fully explored in the 
following two chapters. 

Whether or not wage levels which are "too high" can produce un- 
employment in the economy as a whole, there are certainly situations in 
which an excessive wage rate may produce unemployment in a particular 
industry. For example, a strong union may force up wage rates in a 
particular industry to so high a level that sales of the product in union 
plants decline. Sales may fall off because of consumer resistance to 
higher prices, competition from nonunion plants, or competition from 
other industries offering substitutes for the particular product. Although 
unemployment results in the union plants, workers attracted by the high 
hourly rate may be unwilling to leave the industry. As a consequence, 
the industry may attach to itself a large body of workers who are able to 
work only a part of the year. Examples of this type of "wage distortion 
unemployment" were found in the needle trades before World War II. 

FRICTIONAL UNEMPLOYMENT 

Frictional unemployment is attributable to time lost in changing 
jobs, rather than to a lack of job opportunities. Frictional unemployment, 
defined broadly enough, could encompass almost all types of unemploy- 
ment, since the cyclical unemployed, the seasonal worker, and the victim 
of declining demand in a particular industry must all take time to find 
new jobs. Frictional unemployment, however, can be distinguished as 
that type which would not be significantly reduced by a general increase 
in demand. Even during the war period, when unemployment of other 
types was practically nonexistent, frictional unemployment persisted; for 
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the shifting of labor from areas of relative surplus to areas of relative 
scarcity could not be accomplished without a lapse of time. 

The concept of frictional unemployment also involves the notion of 
unemployment of relatively short duration. Thus a constantly changing 
pool of workers aggregating, say, 2 million, most of whom find new jobs 
in 3 or 4 months, would be considered normal frictional unemployment 
with a labor force of 63 million. But if examination indicated that there 
was a stagnant pool of 1 million men who remained unemployed for long 
periods of time, it would be evident that here was a problem not of tran- 
sition from one job to another but of serious dislocation, attributable 
perhaps to major technological innovation rendering useless the skills of 
a particular trade, or the depressed condition of a particular industry or 
geographical area. It is important to recognize therefore that it is not 
the amount but the nature of the unemployment which characterizes it 
as frictional. 

Duration of unemployment, which is one index of demarcation be- 
tween frictional and other types of unemployment, varies in striking 
fashion over the cycle. Thus, in March, 1940, when unemployment was 
about 8 million, or in the neighborhood of 14 per cent of the labor force, 
17 per cent of the unemployed for whom duration of unemployment was 
reported had been out of work for 2 years or more and 32 per cent for a 
year or more.^^ By contrast, in September, 1953, when unemployment 
was at a bare minimum, only 4.5 per cent of unemployed workers had 
been out of work for over 26 weeks.^® The average duration of unemploy- 
ment climbed from 8.1 weeks in 1953 to 13 weeks in 1955.^^ 

Frictional unemployment is a reflection of freedom of movement in 
the labor market coupled with some degree of immobility. John Doe 
quits his job to go out to work in Detroit, but it will be several weeks at 
the earliest before he can move the long distance involved and obtain a 
position in his new location. Such friction exists even with regard to 
changes of jobs within a given city or state. Public employment exchanges 
tend to reduce time lost by giving better publicity to job openings. Unions 
may also perform the same function. In the building industry, for exam- 
ple, where jobs are intermittent, the existence of a strong union ready to 
supply skilled workers wherever and whenever needed has tended to 

27 Woytinsky, op. cit., p, 415. 

28 U.S. Bureau of Census, Current Population Reports, Series P-47, No. 135 (Octo- 
ber 9, 1953), p. 10. 

29 Economic Report of the President, January, 1937 (Washington, D.C.: U.S. Govern- 
ment Office, 1947), p. 144. 
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reduce the amount of time which would otherwise be lost in shifting 
from one job to another. The union serves as a central clearinghouse for 
jobs and probably operates more efficiently in this respect than if workers 
and employers had to rely on employment exchanges. 

The volume of frictional unemployment in a large country such as 
the United States is substantial. It has been estimated that if every em- 
ployed worker changed his job once a year and averaged only 1 week in 
the process of transfer, annual imemployment from this source would 
average about 2 per cent of the labor force, or about 1,200,000 men.^® It is 
difficult to estimate how low the volume of frictional unemployment 
might be brought under the most favorable conditions likely to be en- 
countered in the actual labor market. Experience during periods when 
employment opportunities were good and labor shortages presented no 
serious problems indicates that frictional unemployment in such time does 
not exceed 3-4 per cent of the labor force.^^ The Bureau of Labor Sta- 
tistics has estimated that for years prior to 1947 the volume of frictional 
unemployment averaged about 2-2% million persons annually. Unem- 
ployment smaller than this amount was regarded as ''overemployment.’' 
In view of the fact that unemployment in 1953 had fallen to about 
1,602,000 persons despite some expansion in the size of the labor force 
since 1947, it can readily be seen that the amount of unemployment in 
1953 was abnormally low. 

The willingness of workers to quite their jobs varies, as might be 
expected, with business conditions. During World War II, monthly ac- 
cession and separation rates of more than 10 per cent were found in 
munitions’ production, shipbuilding, and aircraft. For all manufacturing 
industries as a group, 4-5 per cent a month appears to be the usual turn- 
over rate in good times, while 3-4 per cent is the usual rate in depression.^^ 

A FULL EMPLOYMENT ECONOMY 

The high level of employment which prevailed during and after 
World War II tended to obscure the fact that this country never ade- 
quately solved the unemployment problem which had plagued it in the 
1930’s. In the 9 years preceding the outbreak of World War II, an average 
of 17 per cent of the total labor force was unemployed.^^ As late as 1939, 

Monthly Labor Review, Vol. LXIV (1947), p. 4. 

U.S. Bureau of Labor Statistics, Nature and Extent of Frictional Unemployment, 
Bureau of Labor Statistics Serial No. R. 1872 (January, 1947), p. 1. 

Monthly Labor Review, Vol. LXIV (1947), p. 1. 

^3 Woytinsky, op. cit., pp. 383-84. 

34 Statistics derived from The Economic Almanac for 1946-1947 (New York: Na- 
tional Industrial Conference Board, Inc., 1946), p. 268. 
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close to 9 million workers were unable to find jobs in industry Had it 
not been for large government expenditures for armaments and for re- 
habilitation of Europe, and for carrying on the Korean war, it is possible 
that substantial unemployment would have reappeared by 1953. 

The large-scale unemployment of the 1930’s cannot be permitted to 
occur again. The stability of the Western World — and therefore the 
peace of the entire world — depends upon America remaining econom- 
ically strong. If American factories were to close their doors and fail 
to provide gainful employment for the great bulk of wage earners, com- 
munism would have won a great victory. Communism feeds on the 
despair, poverty, and distress which comes with large-scale unemploy- 
ment. The stability of our institutions and the future of our democracy 
itself, therefore, depends upon the maintenance of high-level employ- 
ment. 


Employment Act of 1 946 

Recognizing the crucial importance of maintaining employment at 
a high level. Congress enacted the Employment Act of 1946. This statute 
provides: 

It is the continuing policy and responsibility of the federal government to 
use all practicable means consistent with its needs and obligations and other 
essential considerations of national policy, with the assistance and co-operation 
of industry, agriculture, labor and state and local governments, to coordinate and 
utilize all its plans, functions, and resources, for the purpose of creating and main- 
taining, in a manner calculated to foster and promote free competitive enterprise 
and the general welfare, conditions under which there will be afforded useful em- 
ployment opportunities including self-employment, for those able, willing and 
seeking to work and to promote maximum employment, production and purchasing 
power. 

Under this Act, the President is charged with the responsibility of 
formulating a program to achieve the objectives stated in the statute. To 
assist the President in carrying out this responsibility, a Council (now 
called a "'Board’') of Economic Advisors was created in the Executive 
Office of the President. The Council prepares for the President annually, 
for submission by him to Congress, an Economic Report which includes 
relevant data on current levels of employment, purchasing power and 
production, and recommendations for such legislative action as may best 
effectuate the purposes of the Act. 

Ibid,, p. 268. 
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APPROACHES TO FULL EMPLOYMENT 

The objective of full employment — if by full employment we mean 
employment for everyone able, willing, and seeking to work — may be 
impossible to attain in a free economy without continuing inflation. This 
problem will be more fully explored in the next chapter. The difficulty 
lies in the fact that as unemployment approaches the bare minimum, 
inflationary forces become active which are practically impossible to re- 
strain without resort to price and wage controls. It may be that a more 
practical objective of public policy would be the maintenance of high- 
level, rather than full, employment. Such a policy would be deemed 
successful even if unemployment from time to time aggregated 3 or 4 
million. 

In this connection it is significant to note that the Employment Act 
of 1946 is not a 'Tull Employment Act.'' The declaration of policy in 
the Act does not specify "full" or even "maximum" employment as the 
single goal of national policy. During the first 10 years of administration 
of the Act, the Board has not adopted any fixed figure as evidence of the 
desired level of employment. In February, 1955, Dr. Arthur F. Burns, 
who was then acting as Chairman of the Board of Economic Advisors, 
replied to a query from the Joint Economic Committee in the following 
words: 

Although 4 per cent of the labor force is nowadays widely regarded as an 
approximate measure of the amount of frictional and seasonal unemployment, the 
Council has not favored this or any other rigid figure to serve as a trigger to gov- 
ernmental action or as a measure of good performance.^® 

Economist Edwin G. Nourse suggests that more useful than any 
single norm to be sought is a concept of "peril points" to be avoided, 
such as 2 per cent unemployment as a warning of inflationary overem- 
ployment, overextension of credit, or overinvestment, and 4 or 5 per 
cent unemployment as alerting prompt investigation of causes — ^whether 
the sort of disturbance that seems likely to "blow itself out" in due course 
or, contrariwise, to have a snowballing effect or to reveal a geographical 
concentration that points to the need of specific local relief measures or 
such dispersion as suggests the resort to general-acting national policies.^'^ 

Hearhigs before the Joint Committee on the Economic Report, 1955, p. 45. 

sr Edwin G. Nourse, "Ideal and Working Concepts of Full Employment,” American 
Economic Review, Papers and Proceedings of 69th Annual Meeting (May, 1957), p. 102. 
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Governmental Policies 

How can the government implement a policy of maintaining high- 
level employment ? At the first signs of a serious downturn in business, 
the governemnt should take immediate and effective action designed to 
maintain investment and purchasing power and to prevent a deflationary 
spiral from developing. Dr. Arthur F. Burns, formerly Chairman of the 
Board of Economic Advisors, believes that the storm signals of an im- 
pending downturn can be read in certain key indexes such as number of 
shares traded on the stock market, stock prices, new securities offerings, 
liabilities of business failures, value of construction contracts awarded, 
bank clearings in New York City, turnover of demand deposits in New 
York City, and similar indexes which are sensitive to changes in financial 
and business activity. When these and similar indexes turn down. Burns 
recommends that the government take action to maintain employment. 
He believes that such downturn is uniquely shaped by the boom that 
precedes it and that government remedial policies therefore should be 
flexible. However, he has stated that he would look to governmental 
stimulation of construction as a major means of checking a prolonged 
downturn.'^^ The construction industry has in past depressions been a 
focal point of government efforts to stimulate business. Thus, in the de- 
pression of the 1930’s, the PWA was established to provide work relief 
on self-liquidating public construction projects. There is need today for 
a well-formulated government program of public works which can be put 
into operation promptly when a downturn in business becomes evident. 
Such a program, if co-ordinated with other policies designed to stimulate 
private investment, can do much to maintain production and employment. 

Governmental policies designed to promote high-level employment 
must also operate on the two variables which determine the volume of 
private investment — namely, the interest rate and the anticipated rate of 
profit. Reduction of the interest rate in times of depression has by itself 
not proved an effective means of stimulating investment, because at such 
times the anticipated rate of profit frequently has fallen to such a low 
level that businessmen prefer to wait and see rather than make commit- 
ments for the future, regardless of how low the interest rate may be. 
When business turns downward, therefore, the government must act to 
reduce interest rates but must at the same time, through tax reductions, 
liberali 2 :ation of depreciation regulations with respect to new plant and 
equipment, and similar measures, attempt to increase the profitability of 
new investment. 

Business Week, July 18, 1953, pp. A6~Al. 
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The foregoing measures have most relevance with respect to cyclical 
and possibly secular employment. So far as technological, seasonal, and 
frictional unemployment are concerned, the government can help in 
minimizing such unemployment by providing facilities so that workers 
who are displaced in one industry, area, or firm can find work elsewhere 
with a minimum of delay. Improvement in the services presently pro- 
vided by the United States Employment Offices would assist in attaining 
this objective. 

Business Policies 

There is not much that the individual employer can do about con- 
trolling cyclical or secular unemployment. As we shall see in Chapter 20, 
guaranteed employment plans may regularize employment in some firms, 
but it is doubtful whether they can be applied to industry at large unless 
other steps are first taken to stabilize production and employment over the 
economy as a whole. However, business firms can reduce the volume of 
seasonal unemployment. In some cases, this can be accomplished by 
advertising aimed at influencing consumer demand. For example, for 
many years Florida hotels were open for only a few months during the 
winter season, but advertising and summer price reductions have resulted 
in Florida becoming an all-year-round resort so that employment in the 
hotel, amusement, and allied industries has, at least to some extent, been 
stabilized. 

Individual firms may also stabilize their own production and em- 
ployment by diversifying the line of products which they sell so as to use 
their labor fully in otherwise slack periods. Thus, bathing suit manu- 
facturers make sweaters in their off season; ice companies customarily 
sell coal to use their equipment and personnel more efficiently. Companies 
can also do much to minimize technological displacement of labor by 
timing introduction of laborsaving machines when the displaced em- 
ployees can be transferred to other operations or other plants of the same 
company. 

Union Policies 

If unions are successful in obtaining dismissal wage payments, em- 
ployment guarantees, liberalized unemployment compensation payments, 
and similar benefits designed to reduce the incidence of unemployment on 
their membership, it is possible that these measures will assist in stabi- 
lizing employment in the economy as a whole. There is, however, a sub- 
stantial risk that the total effect of such policies will be to reduce the 
profitability of investment and so result in a lower level of investment and 
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employment. Unions could increase employment opportunities if they 
would co-operate with management in reducing costs and improving the 
efficiency of industry. However, to date mutual distrust as to the manner 
of distribution of the gains of such co-operative effort has proved a major 
stumbling block to such action. The effect of union wage policies upon 
employment will be the subject of our inquiry in the following three 
chapters. 

QUESTIONS FOR DISCUSSION 

1. Is there any real distinction between cyclical unemployment and technological 
unemployment 7 Of what value is it to classify various forms of unemployment ? 

2. Discuss the various possible effects upon employment of the introduction of a 
laborsaving invention from the point of view of the firm in which it is intro- 
duced and the economy at large. 

3. What is ''frictional unemployment’’? What are its causes? Can you suggest a 
program which might reduce its amount? 
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WAGE CHANGES AND 
EMPLOYMENT 


Union ofHcials, in order to maintain their positions and 
retain the allegiance and interest of their membership, must constantly 
seek to obtain new benefits for their members. In view of the strength 
of organized labor in this country, it seems likely that over the long run 
the general trend of wage rates in future years will be upward, inter- 
rupted from time to time by the recurrent recessions which have in the 
past marked our economic development. What impact will such continu- 
ing wage pressure have upon employment ? 

The effect of wage changes upon employment constitutes one of the 
most controversial subjects in the field of labor economics. Most union 
leaders deny that there is any predictable relation between wage increases 
and employment in the individual firm in our dynamic economy. Ortho- 
dox economists generally take a contrary view. But when we come to the 
field of general wage adjustments occurring uniformly throughout the 
economy, we find that many economists argue that such wage adjust- 
ments need have no effect upon employment. What is the reason for this 
divergence in opinion? Under what circumstances will wage increases 
curtail employment? In this chapter, we shall inquire into the conse- 
quences of increases in wage rates upon employment, first from the 
point of view of the individual firm and secondly from the point of view 
of the economy at large. Finally we shall examine some of the problems 
created by continuing union wage pressure. 

WAGE CHANGES IN THE INDIVIDUAL FIRM 

Short-Run Effect of Wage Increases 

Assume that an increase occurs in the rate of wages which an em- 
ployer is required to pay to his labor force. This might be the result of a 
new union contract or of a minimum wage law or simply of increasing 
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scarcity of labor in the labor market. Assume further that the demand for 
the product sold by the company remains unchanged, that there are no 
new inventions reducing costs of production in the firm, and that output in 
the company at the time the wage increase occurred was neither expand- 
ing nor contracting but was relatively stable. These various assumptions 
are generally taken care of by phrasing our inquiry in terms of the effect 
of a wage increase in the individual firm, ''other things being equal.” 

Orthodox economists assume that the behavior of the employer 
under such circumstances will conform to the principles of marginal- 
productivity determination, which we examined in Chapter 10. Accord- 
ing to the marginal-productivity theory, the employer endeavors to hire 
labor up to the point at which the marginal cost of labor is approximately 
equal to its marginal contribution to the revenue of the firm. 

As we have seen in Chapter 10, if the supply of labor is elastic, the 
wage and marginal cost of labor are the same, and the employer will hire 
labor up to the point of approximate equality between marginal revenue 
product and wage. It will simplify our analysis if we ignore the compli- 
cations produced by a rising supply curve for labor and, in the following 
discussion of employment policy in the individual firm, assume that the 
employer is faced by an elastic supply curve for labor so that marginal- 
productivity determination will be made in terms of the wage of labor 
(which, under these conditions, will be equal to marginal cost) . 

Under these circumstances, an employer who wishes to maximize 
profits will hire labor only up to the point where the last additional 
worker adds just enough revenue to compensate for the wage he receives. 
The lower the wage, the larger will be the size of the work force em- 
ployed, since the employer can afford to keep on the payroll at such low 
wage rates those workers whose marginal contribution to the revenues 
of the firm is comparatively small. When wage costs rise, however, he 
will be compelled to lay off these men in order to achieve a new equi- 
librium in which the marginal revenue productivity of the least valuable 
man employed will be sufficiently great to equal the new higher wage 
level. 


Wage Increases and Layoffs 

The pressure on the employer to lay off workers when the wage rate 
rises comes about in two principal ways. In the first place, when wage 
costs rise, the employer generally finds it necessary to raise his price for 
his product in order to cover the increased labor costs. In some cases, he 
may find it inexpedient to raise prices but may achieve the same objective 
by lowering the quality of his product. In either case, whether the price 
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be raised or quality impaired, he will ordinarily sell a smaller output, 
even though it is possible that his total sales receipts may increase or 
remain constant. With a smaller physical producton, he will find that 
he needs fewer employees and so he will be able to lay off some workers 
whose services are no longer required. 

In the second place, when wage rates rise, the employer’s profits will 
immediately be reduced. Therefore, a strong incentive is provided for 
him to review his entire production setup in an effort to cut costs and save 
money. Even without a change in output, the employer may find it 
possible by rescheduling output and rearranging work schedules to elimi- 
nate some workers. Furthermore, if labor becomes more expensive, the 
employer may find that it is now economically profitable to utilize new 
laborsaving machinery in the plant which will also have the effect of 
displacing labor. Such substitution of machinery for labor usually takes 
some time to effect. The employer may have limited space in his plant, 
or perhaps he may have to defer substitution until his existing machinery 
is more fully depredated. Substitution of machinery for labor, therefore, 
is ordinarily felt most as a long-run consequence of wage increases. It 
will be considered below in connection with our analysis of the long-run 
effects of wage pressure. 

Relation of Demand Elasticity to Layoffs 

As has already been pointed out, the amount of unemployment pro- 
duced by a wage increase in the individual firm will depend in part upon 
the reduction in output which results from the wage increase and conse- 
quent increase in price of product. With a given rise in wage costs, the 
resulting unemployment will be the smaller the steeper the slope of the 
demand curve for the product. The demand curve for the product will 
have a steep slope or be '"inelastic,” as the economists call it, when 
increases in price of the product produce only a very small decrease in 
the quantity which consumers purchase of the product. A classic example 
of a product with an inelastic demand curve is salt. Even large increases 
in price would not materially affect sales of this product. If, however, the 
demand curve for the product is almost horizontal or "elastic,” even a 
small increase in price will cause sales to fall off sharply with the result 
that a large curtailment will be required in the labor force. 

The range of possible reactions of employment to a wage increase 
may be crystallized by considering the difference in effect of wage in- 
creases under two extreme conditions of elasticity of demand for product, 
first in a firm with a perfectly inelastic demand curve and second in a firm 
with a perfectly elastic demand curve. In the former case, the increase 
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in costs resulting from a wage adjustment could be passed on completely 
to consumers in the form of a price rise without affecting sales volume 
at all. Therefore, there would be no unemployment caused by the price 
rise, although there could still be some unemployment resulting from 
substitution of factors within the firm. In the second case, at the other 
extreme, the firm with the elastic demand curve would be unable to pass 
any of the price increase on to consumers. The employer would find that 
to maximize profits he would be better off selling a smaller volume at the 
same price and would therefore sharply curtail output and employment. 

Firms in monopolistic positions are able to raise the price of their 
products without affecting sales materially, since consumers cannot shift 
easily to substitutes. On the basis of the foregoing theoretical analysis, 
therefore, we should expect that in firms which have an entrenched and 
protected position in the product market built up through advertising, 
patents, and sheer size and financial power, wage increases would pro- 
duce relatively larger price increases and relatively less displacement of 
labor than in highly competitive companies. 

Long-Run Effect of Wage Increases 

The extent to which wage increases will produce unemployment in 
the individual firm in the long run can be summarized in the form of four 
laws:^ 

If wages are raised, the resulting unemployment will be smaller in 
amount: 

1. The less elastic the demand for the product. 

2. The smaller the substitutability of labor in the process of produc- 
tion. 

3. The smaller the proportion which labor costs form of total costs. 

4. The less elastic the supply schedules of the complementary fac- 
tors. 

These 'laws” are applicable in both the short run and the long run, 
but it is only in the long run that factors 2 and 4 come into full operation. 
In essence, these two tendencies reduce to the degree of fluidity of capital. 
It is machinery that is ordinarily the complement of labor, as well as its 
most important substitute. In the long run, capital not only can be sub- 
stituted for labor (factor 2) but also it may be removed to other indus- 
tries, or the supply may be altered (factor 4) . 

At any moment of time, employers, if they have acted rationally, 
will have pushed their use of labor and capital to the point where they 

1 These are adapted from Marshall’s famous Laws of Derived Demand. See A. Mar- 
shall, Principles of Economics (London: Macmillan & Co., 1930), p. 384. 



386 • ECONOMICS OF LABOR RELATIONS 

have reached a margin of indifference, i.e., it is immaterial to them 
whether they utilize a unit of capital or a unit of labor at the margin. 
From this it follows that if the price of labor rises, employers will find two 
actions profitable : (^) to substitute capital for labor by introducing labor- 
saving machinery; (i?) to shift from less capitalistic to more capitalistic 
industries, i.e., to industries where the ratio of labor to capital is smaller. 
These reactions both take time. A full adaptation to an increase in the 
wage of labor may take years to work itself out. As a consequence, the 
full effect of wage increases upon the volume of employment can be ob- 
served only in the long run. 

Circumsfances in Which Wage Increases Do Not Reduce 
Employment 

Suppose a union were to secure a substantial increase in wages from 
employers in a particular industry and the employers were then ques- 
tioned as to the effect which the wage adjustment would have on their 
employment policies. What would be the typical response.^ Chances are 
that most of the employers would say the wage increase would not cause 
them to cut their labor force; that, on the contrary, they intended to 
increase employment. They would explain that they had to give the wage 
increase in order to retain their present labor force and to attract addi- 
tional workers. 

Employers normally grant wage increases when times are good and 
prices are rising. They make wage changes in a dynamic business environ- 
ment in which demand and supply conditions are in a continual state of 
flux. Against such a changing background, it is quite possible that wage 
increases will not be immediately associated with any diminution in em- 
ployment. Let us consider briefly the various circumstances under which a 
wage increase need not have any adverse effect on employment. 

1. Output in the Individual Firm Is Increasing. As we have 

already observed, one avenue by which wage increases affect employment 
is through the reduction in output which is caused by the increase in 
product price made to cover the higher wage costs. If, however, output 
is increasing in the firm at the time the wage increase is made, the effect 
of the wage adjustment upon employment is likely to be obscured, and 
employment in the firm may not be altered by the wage increase. Output 
may be increasing in a firm because of rising demand for its product 
attributable to a general business revival. During such a period, output, 
wages, profits, and prices all tend to rise together, and wage increases 
tend to be associated with increases, not decreases, in employment. Output 
may also be increasing in particular firms, even in periods of relative 
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business stability, because the firm is growing, or the demand for the 
product of the industry is growing, or for smilar reasons. Obviously, a 
wage increase will have a more noticeable effect upon employment in the 
bituminous coal industry, where demand for coal has been steadily de- 
clining over the years, than in the chemical industry, where both output 
and employment are rapidly expanding. Not only does expanding output 
normally carry with it additional job opportunities but also in many 
industries, such as, for example, the steel industry, expanding output is 
associated with declining labor costs per unit of product. Therefore, if 
wage rates increase at a time when output is expanding in such industries, 
there may not even be any increase in unit labor costs since the increase 
in wage rates may simply be offset by the decline in unit labor costs 
attributable to the expansion of output. 

2. When Productivity Is Increasing. As new and more productive 
machinery is introduced and changes are made in the organization of 
work, the productivity of labor tends to increase. This means that the 
employer will find that with a given number of workers he can now 
produce a larger output than formerly. Such advance in productivity — 
which is a continuous process in our dynamic economy — has the effect of 
reducing labor costs per unit of product. Therefore, if money wage rates 
are raised at about the same rate that increasing productivity lowers 
imit labor costs, the two trends may offset each other, and, on balance, 
there may be no net increase in unit labor costs. If the rate of increase in 
wage rates is no greater than the rate at which technological progress 
reduces unit labor costs, there will be no increase in unit labor cost, no 
increase in price, and no reduction in output and employment. However, 
although the wage increase under such circumstances does not produce 
unemployment, it may eliminate the possibility for any expansion of em- 
ployment in the firm by preventing technological progress from being 
reflected in a reduction in price to consumers. 

3. When Labor Costs Are a Very Small Percentage of Total Costs. 
In many firms, labor costs constitute a relatively small proportion of total 
costs — in same cases less than 10 per cent of total costs. In such firms, if 
wage rates rise by, say, 5 per cent, total costs would rise by only one half 
of 1 per cent. If the full increase in total costs were reflected in a price 
increase, the rise in price would be so small that sales volume, and there- 
fore, employment might not be affected to any significant extent. 

4. When Prices Are Inflexible. There are certain situations in 
which a wage increase, even though it increases labor costs per unit, will 
not produce a change in the price charged by the individual firm. In such 
circumstances, the employer may calculate that even though his profits 
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are being squeezed by failure to adjust prices, he would lose more if he 
tries to alter his price. 

This condition may exist when there are only a few sellers in an in- 
dustry. Such a situation is known as '^oligopoly/' and the demand curve 
of the individual firm, as seen by the employer, will often have a *'kink” 
at the prevailing price.^ This is simply a geometric expression of the fact 
that each seller in the industry calculates that if he lowers his price he 
will merely start a price war and therefore not appreciably increase his 
sales, whereas if he raises his price, his competitors may not follow suit 
with the result that his sales will fall off sharply. Above the prevailing 
price the demand curve for the product of the individual firm approaches 
the horizontal, and below the prevailing price the demand curve ap- 
proaches the vertical — thus producing the so-called kink at the prevail- 
ing price. Under such circumstances, a rise in wage rates may not produce 
any change in prices or output. Consequently, employment will not be 
immediately affected. It must be borne in mind, however, that even when 
output remains constant, management may still find means of economiz- 
ing on the use of labor which has become more expensive by reason of 
the wage increase. For example, in some industries, employers have 
sought to economize on the use of labor by resorting to the "'stretch- 
out,” i.e., a worker who had formerly tended only one machine is required 
to operate two machines at the same rate of pay. Through this and similar 
devices a smaller labor force can be used more intensively, and some 
workers can be displaced although output remains unchanged. 

5. When Exploitation of Labor Exists, As we have already ob- 
served in Chapter 10, a wage increase need not produce unemployment 
where a condition of exploitation of labor has previously existed. In 
other words, if an employer has been paying labor less than its marginal 
revenue product, and the effect of 'a wage adjustment is to increase the 
wage rate to the point of equivalence of marginal revenue product and 
wage, there will be no incentive for the employer to alter his price, output, 
and employment. 

The foregoing analysis indicates that, in the dynamic environment 
of the business world, the connection between wage changes and changes 
in employment is a very tenuous one. Wage increases do not necessarily 
produce increases in labor costs per unit of product — they may simply 
prevent reductions in labor costs attributable to technological change or 
increasing output from being reflected in price reductions to consumers. 

2 For a detailed discussion of this situation, the technical reader is referred to P. M. 
Sweezy, "Demand Under Conditions of Oligopoly,” Journal of Political Economy, Vol. 
XLVII (1939), p. 369. 
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Even if the increase in wage rates increases labor costs per unit of product, 
it still may not affect prices where it is impracticable for the firm to raise 
prices because of competitive conditions; moreover, even if prices are 
raised, there need be no reduction in output or employment, if output 
was increasing anyway, or if the price increase is negligible because wages 
constitute such a small proportion of total costs. 

Case Study: The Coal Industry 

The effect of wage increases upon employment in an individual firm 
or industry takes a long time to become apparent. As has already been 
indicated, changes in demand and supply in the industry and economy 
tend to obscure the effect of cost changes upon the employment policies 
of the individual employer. But ultimately a day of reckoning comes 
when at last it becomes apparent that increasing wage costs have had an 
adverse effect upon employment. The coal industry provides an interest- 
ing example of how union wage pressure can slowly but surely reduce 
employment opportunities in organized firms. 

Characteristics of Coal Industry 

The coal industry is a highly organized industry. Somewhat less 
than 20 per cent of the total coal tonnage mined comes from nonunion 
mines. The balance comes from mines manned by John L. Lewis’ United 
Mine Workers. Lewis has prided himself in winning for his union wage 
adjustments larger than those obtained by other union leaders for their 
own memberships. The statistics prove that, in terms of weekly wages, 
Lewis has done an outstanding job for his miners. Bituminous miners in 
1956 had average gross weekly earnings of $105.21 compared with $80.13 
for all manufacturing production workers.^ 

The coal industry is an industry in which labor costs are substantial. 
Indeed, labor costs are the major cost of production. In bituminous coal, 
for example, about 70 per cent of the expenses of production is repre- 
sented by wage disbursements. 

Given these facts, marginal-productivity theorists would predict that 
the large wage increases won by the miners must in the long run produce 
curtailment of employment in the industry. The reduction of employment 
would be expected to result from the diminution in output of coal as- 
sociated with price increases and from a substitution of machinery for 
labor. Furthermore, if we look at the wage increases from the point of 
view of union firms, it would be expected that over the years there would 

3 Economic Report of the President, January, 19^7 (Washington, D.C.: U.S. 
Government Printing Office, 1957), p. 108. 
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be a gradual diversion of sales to nonunion firms which would be able to 
capture an increasing share of the market by reason of their advantage 
in having lower labor costs. What has been the actual experience in the 
industry ? 

Effect of Wage Pressure in Coal Industry 

As John L. Lewis’ aggressive wage policy forced up the price of an- 
thracite coal which is used for home heating, consumers turned to sub- 
stitutes, principally to oil and gas. As a consequence, production of 
bituminous, and particularly anthracite, coal dropped sharply. In the 
case of both fuels, users who have turned to substitutes such as oil and 
gas now find that these fuels have such an advantage in ease of handling, 
cleanliness, and assured supply that it is doubtful whether there would be 
a trend back to coal, even if the price of coal could now be substantially 
reduced. Certainly the anthracite market has largely vanished, and even 
such devices as automatic coal stokers have been unable to make it at- 
tractive to consumers. Perhaps the trend to such substitute fuels would 
have emerged anyway — at least this is the philosophical attitude adopted 
by the union — but it seems certain that the high wage policy of the union 
has greatly accelerated this trend. 

The downturn in employment in the industry has been startling. 
From a peak of 704,793 men in 1923, employment in bituminous coal 
mining dropped to about 222,000 in 1955.^ Employment in anthracite 
mines dropped from 179,679 to 52,700 in the same period. Furthermore, 
those workers who were fortunate enough to retain jobs in the industry 
receive on the average only about 3 days’ employment per week over the 
year. The curtailment of employment is attributable in part to displace- 
ment of labor by machinery and in part to falling production. 

Displacement of labor by machinery in the industry represents the 
consequences of a technological revolution in the method of mining coal, 
which has undoubtedly received a stimulus from the large increase in 
wage rates won by the Mine Workers. Although coal mining still re- 
mains a disagreeable and hazardous occupation, the machine has taken 
over much of the arduous work which the miner used to perform by 
hand. Coal-cutting machines have replaced pick mining to a large extent. 
Automatic loaders have reduced by half the number of underground 
workers needed in a mine. Although the large-scale introduction of ma- 
chinery in coal mining produced substantial technological unemployment, 
it served a desirable purpose from the point of view of society. It has 
made coal mining safer and easier; it has made labor more productive 

4 Surrey of Current Business, February, 1957, pp. 5-11. 
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so management can afford to pay higher wages; and it has made possible 
a shortening of hours of work so that today the miner is no longer a man 
'who never sees the sun.’’ 

Consumer resistance to higher coal prices, the competition of substi- 
tute fuels, and nonunion coal have put an increasing number of union 
mines in the loss column. In 1952 alone, over a hundred soft-coal mines 
were shut down because their operators found they could no longer 
produce at a profit. Lewis has forced wages and welfare benefits for his 
miners so high that it is estimated that a majority of all coal produced in 
commercial mines is being sold at less than the cost of production.® 

Nonunion Competition 

Every large wage increase won by the United Mine Workers in- 
creases the competitive advantages of the nonunion miners. These mines 
can afford to pay employees the going United Mine Workers’ rate of 
wages and still have a substantial competitive advantage because they 
are not saddled with the 40 cents a ton contribution to John L. Lewis’ 
welfare fund. As a result of this cost differential, nonunion mines can 
sell their entire output at a profit and provide their workers with a full 
week’s employment rather than 3 days as in the case of most union mines. 

This does not mean, of course, that Lewis is losing his hold on the 
industry. His power is formidable and will undoubtedly remain so for 
many years to come. Nevertheless, in recent years there has been a sig- 
nificant growth in the percentage of production which is nonunion. This 
increase has come about not through union mines going nonunion but 
by union mines shutting down and nonunion mines taking over their 
business. 

It is possible that, in the next few decades, as oil reserves near ex- 
haustion and the cost of oil rises, coal may again become competitive as 
a home-heating fuel. If this contingency should occur, there would be an 
increase in demand for coal, and employment would probably rise in 
the coal industry. The leaders of the Mine Workers take the view that 
the shifts in demand for coal which have occurred and which may occur 
in the future are the result of forces which are unpredictable and beyond 
their control. They, therefore, continue to pursue a policy which they 
believe is designed to provide the greatest economic benefits to their 
membership. Likewise, with respect to mechanization of mines, they 
believe that increased use of machinery is inevitable in coal mining be- 
cause of the fact that labor costs are such an important part of total 
costs. They do not subscribe to the view that a less vigorous wage policy 

^ Neu^ York Limes, July 19, 1953, p. 48. 
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would have materially delayed the advent of the mechanical loader, 
cutter, and other machines in the industry. As we shall see in Chapter 
16, there may be some merit to this theory so far as it applies to the rate 
of mechanization. However, there seems to be little doubt that union 
wage pressure in this industry has reduced employment opportunities in 
organized firms by placing these firms at a competitive disadvantage 
relative to nonunion firms in the same industry and relative to the pro- 
ducers of competing fuels. 

WAGE CHANGES IN THE ECONOMY AS A WHOLE 

We have seen that application of the marginal-productivity theory 
to the problem of wage increases in the individual firm indicates that the 
wage increase will result in a reduction in employment, other things 
being equal T The latter assumption is made to rule out the complications 
which might otherwise be produced by concurrent changes in the demand 
for the product. As has already been mentioned, if a wage increase occurs 
in a firm at the same time as the demand for the product of the firm is 
growing and output is expanding, there need not be any immediate 
curtailment of employment. However, if other things remain equal — and 
if, in particular, we assume that the change in the supply curve for labor 
does not produce any change in the demand curve for labor — the wage 
increase will, according to orthodox economic theory, produce some re- 
duction in employment in the individual firm. 

When we come to analyze the effect of general changes in wage rates 
upon employment in the economy as a whole, we can no longer real- 
istically assume that '"other things will remain equal.” The demand curve 
for labor in the economy as a whole is not independent of the supply 
curve for labor. Or to put the same proposition in a less technical way, 
changes in the amount of wages paid to labor as a whole are bound to 
affect the aggregate demand for labor. General wage adjustments affect 
the demand for labor because labor is industry's best customer, and if 
labor has more or less money to spend, the change in such expenditures 
may alter the total volume of employment in the economy. Furthermore, 
changes in wage levels throughout the economy will affect the profitability 
of investment with the result that employers may increase or curtail their 
purchases of capital goods. This, too, will affect the total demand for 
labor in the economy. 

Determinants of Aggregate Spending 

What determines the volume of spending in the economy as a 
whole at any given time ? Our understanding of this problem owes much 
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to the theoretical analysis of John Maynard Keynes, a British economist, 
who developed a new approach to this problem in his famous work, The 
General Theory of Employment, Interest and Money, which was pub- 
lished in 1936 .^ Keynes talks of total spending as ^'effective demand/’ 
Effective demand consists of two types of spending — spending by con- 
sumers, which is called consumption, and spending by businessmen for 
capital expenditures, which is called investment. 

According to Keynes, as long as investment and consumption remain 
constant from one period of time to the next, output and employment 
also will be unchanged, and a stable level of income will be maintained 
from period to period with no tendency to expand or contract. In order 
to maintain such a steady flow of income through the productive process, 
the amount of expenditure upon new investment must, according to 
Keynes, be equal to the amount which people are prepared to save out of 
their incomes. 

For example, suppose that national income is $100 billion and that 
$80 billion of it is derived from the production of consumer goods, while 
$20 billion is derived from the production of capital goods. Assume 
further that consumers are prepared to spend annually $80 billion of their 
$100 billion income on consumer goods and to save the remainder. The 
total value of goods produced — both consumer goods and capital goods 
— is thus $100 billion, while consumers are ready to spend only $80 bil- 
lion. Under such circumstances, in order to maintain national income at 
$100 billion in succeeding periods, businessmen must be prepared to 
spend $20 billion annually on new investment. If interest rates fall 
and make investment more attractive, businessmen would borrow money 
from the banks to undertake new investments and, as a result, incomes 
and employment would expand. The same reaction would occur if con- 
sumers were to increase their consumption. But if we assume that con- 
sumption and investment remain constant, then income and employment 
will remain constant from one period to the next. 

Effect of a General Wage Adjustment: Special Case 

Assume that unions obtain a general increase of 10 per cent in wage 
rates throughout the economy. Assume further that the wage increase 
has no effect on interest rates or businessmen’s inclination to invest and 
no effect on consumption. What effect would the wage increase have 
on employment ? The answer is contained in the assumptions for, as we 
have already observed, if consumption or investment do not change, 

® J. M. Keynes, General Theory of Employmenf, Interest and Money (New York: 

Harcourt, Brace & Co., Inc., 1936). 
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employment must also remain unchanged. Prices would rise by 10 per 
cent, but output and employment would remain unchanged. A similar 
result follows if there were a 10 per cent reduction in wage rates under 
these restrictive assumptions. In the latter case, there would be a 10 per 
cent fall in prices with no alteration in output or employment. 

Effect of General Wage Increase upon Aggregate Spending 

The foregoing examples of possible reactions to a general wage in- 
crease and a general wage reduction are admittedly special cases in the 
general Keynesian theoretical framework. Keynesian theorists do not 
maintain that a wage increase will not reduce employment, nor do they 
contend that a wage reduction will not increase employment. They merely 
attempt to show by use of the foregoing type of example that a general 
wage adjustment need not affect employment at all and that if employ- 
ment is affected it is because of the reaction of the wage change upon the 
real dlferminants of the volume of employment — namely, the volume of 
investment and the amount of consumption expenditures. If these vari- 
ables are affected favorably so that total spending is maintained or in- 
creased, a wage reduction will increase employment, for there will now 
be the same or a larger aggregate demand to purchase goods whose cost, 
and presumably price, has been reduced by the wage cut. On the other 
hand, in the case of a wage increase, employment will increase only if 
total spending increases more than proportionately to the increase in 
prices produced by the higher level of costs. 

Four possible reactions of total spending may be distinguished as 
resulting from a general increase in wage rates: 

1. The wage increase may expand total spending more than it in- 
creases prices. This might be the case if a wage increase were made in 
times of business depression. Both businessmen and workers might take 
the wage increase as a signal that business revival was underway and so 
increase their expenditures. As industry increased its output from very 
low levels, labor costs per unit of output would tend to decline, and the 
economies in labor cost resulting from such increase in output mi ght 
offset the increase in labor costs produced by the wage increase so that 
there would be, on balance, little or no increase in unit labor costs or in 
prices. Under such circumstances, the increase in total spending would 
buy a larger volume of goods and services and thus support a larger 
volume of employment. 

2. The wage increase may increase total spending no more than it 
increases prices. Such a situation might develop if a general wage increase 
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were made throughout the economy at a time when output was at high 
levels and a point of full employment had been attained. Under such 
circumstances, the wage increase would produce a sharp increase in costs 
and prices, and there would be little or no effect upon employment. The 
increased spending would in effect be dissipated in the form of higher 
prices. 

3. The wage increase may increase total spending but not as much 
as it increases prices. When a wage increase occurs during a period of 
inflation, it frequently causes price adjustments which are greater than 
the amount which would be required to compensate for the rise in labor 
costs. Businesses which have been looking for a pretext to raise prices 
now do so and blame the price rise on '‘higher labor costs.” As a result, 
even if total spending increases, the rise in the general price level may 
be so great that the total volume of spending will be insufficient to pur- 
chase all of the goods and services offered at the higher price level, and 
output and employment may, therefore, decline in particular industries. 

4. The wage increase may not increase total spending and may 
actually diminish it. This could happen if businessmen become alarmed 
by the rise in costs and prices and decide to postpone making new invest- 
ments until prices come down to a more reasonable level. Consumers 
also may take a similar view. If this attitude of 'wait and see” becomes 
prevalent, total spending may decline despite the higher level of wages, 
and employment will be reduced as a consequence. 

Effect of Wage Increase on Borrowing^ Investment, ond 
Consumption 

How does a general wage increase bring about a change in total 
spending ? Of primary importance to the Keynesian theorists is the effect 
of the wage increase upon the rate of interest. When wages rise, business- 
men are compelled to increase their working capital to meet larger cash 
requirements for payment of wages. For a time, the banks will be williag 
to increase loans without raising the rate of interest, but as the volume 
of outstanding loans increases, banks will ultimately raise interest rates 
and tend to become more selective in the borrowers to whom they will 
lend funds. At this point, the volume of spending will be affected in two 
ways. In the first place, the rise in interest rates will make certain invest- 
ments unprofitable. Businessmen will curtail purchase of capital goods, 
and this will be reflected in smaller wage disbursements to employees in 
these industries. In the second place, refusal by the banks to loan to 
particular prospective borrowers because of the general tightening of the 
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credit situation will mean that these businessmen will have to revise their 
plans and curtail contemplated expansion, and this too will be felt in the 
volume of aggregate spending. 

The increase in wage rates may also affect the anticipated profit rate 
on investment. If the rise in wages increases labor costs, it may increase 
the number of business failures and produce reduction of output and 
unemployment in marginal firms. This may have a depressing effect on 
the business community. On the other hand, if the wage increase is viewed 
by businessmen as the beginning of a general upswing in wages and 
prices, the profitability of present investment will be increased since 
presumably capital equipment will, in the future, be produced at even 
higher costs. Thus, businessmen may be induced to expand current ex- 
penditures upon investment. 

A third possibility is that the wage increase will stimulate con- 
sumption. The initial effect of the wage increase may be to increase the 
size of the wage bill for industry at large. Furthermore, the rise in prices 
may tend to shift real income from fixed income groups to wage earners 
who obtain wage adjustments. Some economists believe that as a result of 
such a shift, a larger portion of incomes will now be spent and a smaller 
portion saved than under the former distribution. If so, the wage increase 
will be felt in a higher level of spending in the market for consumers 
goods. On the other hand, some investigations indicate that consumption 
expenditures are not likely to be significantly affected by shifts in income 
between various groups. On the whole, it must be admitted that very 
little is known about the effect of shifts in income on consumption habits 
of various income groups in the community and, therefore, it is prema- 
ture to predict what effect wage increases would have on this variable. 

It can be seen from the foregoing analysis that the net result of a 
wage increase upon the volume of spending and the volume of employ- 
ment depends in large measure on the psychological effect which the wage 
increase has on the economy. If it is viewed as the beginning of, or part of, 
a sustained upward trend in business, the outcome is likely to be favor- 
able to employment. On the other hand, if businessmen and consumers 
feel that costs have gotten out of line and defer purchases, the conse- 
quences of the wage increase upon employment will be adverse. Further- 
more, the effect of the wage increase upon employment will be more 
favorable the earlier in a business upturn it occurs. As a boom wears on, 
the wage increase is more likely to be dissipated in the form of price 
increases and more likely to produce a rise in interest rates with a conse- 
iquent reduction in investment and employment. 
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Appraisal of Keynsian Approach 

Keynsian theorists and orthodox marginal-productivity theorists 
frequently arrive at the same conclusions, but the process of reasoning by 
which the conclusions are reached is different. This difference, though 
primarily one of emphasis, leads the two schools of thought to advocate 
different methods of controlling the volume of employment. Keynsian 
theorists, by focusing attention upon the behavior of consumption and 
investment, and by emphasizing that wage adjustments react upon em- 
ployment largely through their influence upon the rate of interest, the 
anticipated profit rate, and consumption habits, have sought to control 
these basic determinants directly rather than to control wage policy. 
Orthodox economists, on the other hand, while admitting that wage 
changes may have to operate through other variables, still cling to the 
notion that wage policy itself is an effective method of bringing about 
desired changes in the level of employment. As we shall see in the next 
chapter, this difference in viewpoint is reflected in a difference in attitude 
concerning the desirability of wage cuts in depression as a means of 
stimulating employment. 

The Keynsian theory has furnished the economist with valuable an- 
alytical tools which have a wide range of application. While there is 
some feeling that this theory and its advocates overemphasize the impor- 
tance of changes in interest rates as a determinant of the volume of em- 
ployment, there is no doubt that they have made an important contribution 
to clearer thinking in this field by directing attention to the effect of 
general wage adjustments upon the volume of total spending. Orthodox 
theorists tended tacitly to assume that aggregate demand would remain 
constant whether wage rates increased or decreased. Consequently, they 
were led to the conclusion that wage increases would produce price in- 
creases, reduced output, and contraction of employment. Keynes, how- 
ever, demonstrated that aggregate demand is capaWe of expansion and 
that, as a consequence, it is possible that general wage increases will be 
reflected in a general increase in the price level with no reduction in out- 
put or employment. Orthodox theorists tended to think in terms of an 
inelastic supply of money; Keynsian theorists reason in terms of an 
elastic money supply which is the product of our modern credit system. 

UNIONS, INFLATION, AND UNEMPLOYMENT 

In recent years, many economists have come to the conclusion that 
persistent union pressure for higher wages must in the long run produce 
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either unemployment or continuing inflation. The argument runs some- 
thing like this: 

The Dilemma of Lewis’ Law 

For several generations, average output per man-hour of work of 
production workers in the American economy at large has been rising at 
a rate of about 2 per cent year year/ A similar rate of increase is likely 
to occur in the future. If labor as a group were to receive the entire 
benefit of this gain in productivity, real wages could rise only about 2 
per cent a year. With a stable price level, this would be the equivalent 
of increases in money wage rates of about 3 or 4 cents an hour. Should 
unions seek to raise money wages by more than this amount on the aver- 
age year after year, the amount in excess of the increase justified by 
technological progress would tend to be reflected in a rise in the price 
level — in a creeping inflation. If, however, restrictions are placed on price 
increases — either through legislation or stringent control of the monetary 
system — then wage increases in excess of the amount justified by in- 
creasing productivity will tend to produce unemployment. Since in recent 
years, union wage increases have on the average exceeded 4 cents an hour 
by a substantial margin, it seems likely that union pressure in the im- 
mediate future will result in wage adjustments in excess of the critical 
amount. The conclusion therefore seems to be that unions threaten to 
produce either inflation or unemployment, with the result depending in 
large measure upon the action taken by monetary authorities with respect 
to the money supply. 

This gloomy prognostication with its unpleasant dilemma has been 
given the name of Lewis’ Law,® after John L. Lewis, the United Mine 
Workers chieftain who has been one of the leading protagonists of the 
large wage increase without regard for the consequences of the increase 
in costs produced by such adjustments. Does Lewis’ Law present an ac- 
curate picture of future trends in our economy ? It will help to assess 
the validity of this *'Law” if we first reduce Lewis’ Law to its basic 
premises. Prof essor Gottfried Haberler^ has stated these in terms of three 
postulates: 

1. There is under any given set of conditions a certain critical limit 

W. S. Woytinsky and Associates, Employment and Wages tn the United States (New 
York: Twentieth Century Fund, Inc., 1953), p. 84, table 32. 

® By economist Walter A. Morton. See W, A. Morton, “Trade Unionism, Full Em- 
ployment and Inflation,” American Economic Review, Vol. XL (March, 1950), p. 26. 

®G. Haberler, "Wage Policy, Employment, and Economic Stability,” in David Mc- 
Cord Wright (ed.). The Impact of the Union (New York; Harcourt, Brace & Co., Inc., 
1951), p. 39. 
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beyond which the money wage level cannot be raised without producing 
either a rise in prices or unemployment. 

2. Our society will not permit prices to rise indefinitely. Sooner or 
later, steps will be taken through fiscal or monetary policy or through 
direct legislative controls on prices to counteract continuing price rises. 

3. Unions are not satisfied with wage increases which keep the wage 
level below the critical limit. Union wage adjustments will push beyond 
it. Therefore, unemployment must inevitably follow from union wage 
policy. 

Let us examine each of these postulates in detail. 

Critical Limit at Which Wage Increases 
Produce Price Increases 

The first premise is generally accepted by economists as a basic fact. 
In times of business revival from a low level of output and employment, 
money wages can be increased for a time without any increase in prices 
and with expanding employment. As has already been observed earlier 
in this chapter, at such times the rise in money wage rates may be offset 
by a fall in unit labor costs resulting from the increased output, so that 
on balance there need not be any increase in labor costs per unit of prod- 
uct. However, as employment and output increase, these economies tend 
to be exhausted and eventually further increases in wage rates are re- 
flected in a rise in labor costs per unit of product. Faced by such rising 
costs of operation, employers will normally attempt to pass on to con- 
sumers some part or all of the increase in costs. 

As we have learned from our analysis of the effect of general wage 
adjustments, once wage increases produce price increases on a broad scale 
throughout the economy, the effect upon employment will in large meas- 
ure depend upon what happens to the aggregate volume of spending. If 
the money supply is continually increased by new injections of credit 
so that consumers have sufficient funds to buy the output of industry at 
the increased prices, it is possible that there will be no curtailment of 
output and no unemployment. (This assumes that nonunion firms raise 
their rates along with union firms so that organized firms are not put at 
a competitive disadvantage by the wage adjustments.) On the other hand, 
if the banks or monetary authorities seek to restrict the monetary supply 
and raise interest rates, or if the government imposes direct price ceilings 
upon products, as it did during World War II, employers will find their 
profits squeezed between rising labor costs and more or less rigid prices, 
and they will suffer losses as a consequence. As a result, they will tend 
to restrict output, reduce employment, and substitute machinery for labor 
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wherever such substitution is economically advantageous. The point at 
which the critical level will occur will vary in different firms and different 
industries, but it is clear that such a level exists for the economy as a 
whole. 

Limits of Creeping Inflation 

Most economists would agree with Haberler’s second postulate with 
the qualification that some small increase of prices would be deemed de 
minimus, i.e., so small as not to be significant. There would probably be 
general agreement that a rise in prices of about 1 per cent a year would 
not produce sufficient dissatisfaction from the public so as to make poli- 
tically feasible either direct price controls or restriction of the monetary 
supply, particularly if the rising price levels were conducive to the main- 
tenance of full employment. Professor Haberler concludes that if, in 
peacetime, inflation amounts to more than 5 per cent a year for 2 or 3 
years, public pressure would bring on direct price controls or monetary 
measures designed to stem the inflation. Even an inflation of 2 or 3 per 
cent a year can have grave effects upon large segments of our population, 
but some economists believe that a continuing rise of approximately this 
magnitude will be tolerated. Professor Sumner H. Slichter, for example, 
believes that the price level will creep upward fairly steadily and with 
only minor interruptions during the next 10 years ''giving us by 1967 a 
price level roughly 20 per cent to 30 per cent higher than the present 
one.”^^ He characteri 2 es the next decade as a period of rather steady 
gain in productivity, strong upward pressure on wages from power- 
ful unions, slowly rising prices, increasingly stiff competition, more or 
less continuous credit restraint, moderate profits, large investments in 
owner-occupied homes, and steadily growing savings, particularly sav- 
ings through pension plans and life insurance. He makes the interesting 
point that the government itself through the high corporate income tax 
will contribute to this inflation since if a wage increase of $1 has a net 
cost to most corporations of only 48 cents, it is unrealistic to expect the 
resistance of corporations to the increase to be particularly strong. 

Unions and Wage Inflation 

The third postulate is perhaps of the most interest to the student of 
labor. It in effect casts unions as the villain of the piece — ^were it not for 
unions and their exorbitant wage demands, wage rates would not be 

Ibid., p. 39. 

n Letter to Editor, published in Journal of Commerce, February 27, 1957. 
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pushed up as fast, and the dilemma, with its unpalatable consequences, 
would not have to be faced. 

Is it true that unions make wage rates higher than they otherwise 
would be.^ To the average well-informed reader who has followed the 
pattern of union wage adjustments in recent years, the answer would 
seem at first glance to be an emphatic: *'Yes.'' The fact is, however, that 
the answer is by no means clear, and there is evidence both for and against 
an affirmative answer to this question. 

Do Unions Accelerate Wage Increases? Negative View 

Those who contend that unions have not caused wage rates gen- 
erally to rise any faster than they would have in the absence of union 
organization emphasize that changes in wage rates, like changes in prices, 
are simply the reflection of more fundamental developments in the under- 
lying forces which determine supply and demand in the market place. 
They claim that the sharp increases in money wage rates which occurred 
in the post-World War II period were the result of an increase in the 
quantity and velocity of money which made itself felt through the pent- 
up demand for goods of all kinds. The growth of consumer credit, large 
expenditures upon plant and equipment incidental to the rearmament 
program, high farm incomes, and similar circumstances contributed to 
the inflation which made itself felt in the form of a shortage of labor 
and high wage rates. This school of thought concedes that the wage-price 
spiral was a contributing cause of the inflation, but it maintains that it 
was not the sole cause or even a sufficient cause to explain the degree of 
price inflation that occurred. Thus, Walter A. Morton concludes that 
"there is no reason to believe that prices would have risen less even if 
labor unions had been weak or nonexistent.’'^^ Morton and others of this 
school of thought do not deny that union wage adjustments did, in fact, 
feed the inflationary spiral, but they look upon such adjustments not as 
the motivating force of the inflation but merely as an avenue by which the 
basic inflationary forces were transmitted to wages and prices. In the post- 
war setting, unions were, so to speak, "simply thermometers registering 
the heat rather than furnaces producing the heat.”^^ 

Wage Gains among Unorganized Workers 

In support of this position, it may be observed that money wage 
rates seem to have risen as fast, if not faster, in previous periods of in- 

Morton, op. cit., p. 18. 

Milton Friedman, *'Some Comments on the Significance of Labor Unions for Eco- 
nomic Policy” in David McCord Wright (ed,), Phe Impact of the Union (New York: 
Harcourt, Brace & Co., Inc., 1951), p. 222. 
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flation when union organi 2 ation was a negligible factor in the labor 
market. For example, in the period from 1917 to 1921, organized labor 
represented less than 12 per cent of the labor force, as contrasted with 
25 per cent in the post-World War II period. Yet the rise in money wage 
rates generally in these two postwar periods of inflation were strikingly 
similar. 

In particular industries, the comparison is even more illuminating. 
The wage increases in the steel industry between 1945 and 1948 are often 
pointed to as evidence of the achievement of strong union organization. 
The United Steelworkers obtained increases of 1814 cents an hour in 
February, 1946, an adjustment worth another 15 cents in April, 1947, and 
a further 13 cents an hour in July, 1948. However, in view of the great 
unsatisfied demand for steel which existed during this period — as evi- 
denced by the persistent existence of the grey market for steel — there was 
undoubtedly a shortage of labor which would have led to increased steel 
wage rates in any case. But would the steel companies have granted such 
wage increases in the absence of union demands and bargaining power } 
Some evidence that they would have done so is afforded by the fact that 
the workers in this industry actually made larger percentage gains in 
money and real hourly earnings during the period 1914-20, when union 
organization was negligible, than during the period 1939-48, when the 
CIO United Steelworkers spearheaded wage increases in the industry 

That union organization is not necessary to give workers large in- 
creases in money wages if the necessary basic factors are present — ^high 
demand for labor and/or shortage of supply of labor — is dramatically 
illustrated by a comparison of the gains in the form of wage increases 
achieved by domestic workers who, as a whole, are unorganized and soft- 
coal miners who are highly organized. Average annual earnings per full- 
time employee were 2.72 times as large in 1948 as in 1939 for domestic 
servants and 2.83 times as large for soft-coal workers.^® In both cases, the 
same basic forces were at work during this period: the work itself was 
physically unattractive and workers tended to gravitate to other fields. 
The relative shortage of labor in each of these lines of endeavor made it 
possible for the workers to obtain large gains in monetary income. With- 
out the fanfare of a John L. Lewis, the unorganized maid has done as 
well in terms of relative increase in income as the union card-carrying 
miner. 

Indeed, it can be argued that rather than accelerating increases in 

Albert Rees, ''Postwar Wage Determination in the Basic Steel Industry,” American 
Economic Review, Vol. XLI (June, 1951), p. 400. 

Friedman, op. cit., p. 224. 
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the wage level, union organization has inhibited such increases. This 
argument rests on the premise that employers, in making upward wage 
adjustments in response to more or less temporary increases in demand 
which make it necessary to obtain additional labor, must take into ac- 
count the possibility that demand for their product will eventually sub- 
side, and then they may be left with a higher level of costs. In an unor- 
ganized labor market, employers presumably are less concerned over the 
long-run consequences of raising wage rates, since if business falls off 
they can usually adjust their wage rates downward without difficulty. 
However, with a union in the picture, such downward revision is not 
easily obtained; and employers may, therefore, take this circumstance into 
account in determining how high wage rates can be safely raised. There- 
fore, it is quite possible that, in the steel industry and other industries 
where employers recognized that the high demand for output was ab- 
normal and could not be long maintained at such a high level, wage 
rates might have advanced more rapidly in an unorganized market than 
they did in the actual unionized labor market. 

Influence of Craft Unions and Industrial Unions on Wages 

Milton Friedman, who is one of the school of economists who be- 
lieve that the effect of unions on the wage level is exaggerated, makes a 
distinction between the effect of craft unions and industrial unions on 
wage levels. He concludes that, over the long run, craft unions can make 
their influence felt on the wage level, whereas industrial unions are likely 
to be much less effective. Since, however, total craft union membership 
is probably not over 6 million, he concludes that probably not over 10 
per cent and certainly not over 20 per cent of the labor force has had 
its wages significantly affected by unionsd® 

It has long been agreed by economists that a factor of production 
could increase its own price the most without substantially reducing its 
employment if it was essential to the production of a final product and if 
its cost represented a relatively small portion of the total costs of produc- 
tion of the product. These crucial conditions are particularly true of craft 
unions. Normally, a craft union is composed of a group of highly skilled 
workers who perform an essential function in making a particular prod- 
uct. By limiting entrance to the trade and imposing other restrictions, 
they are able to prevent their skill from being easily learned, and, there- 
fore, they are able to perpetuate to some extent the essential nature of 
their duties. Furthermore, since a particular craft union will ordinarily 
represent only a relatively few of the many workers in a modern factory, 
p. 215. 
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the total amount of wages paid to the members of the craft will con- 
stitute a minor portion of the total costs of producing the final product. 
In such a situation, these strategically placed workers by bargaining col- 
lectively and using the weapon of the strike and picket line to tie up an 
entire plant can and have achieved large wage gains for themselves. More- 
over, because of the essential nature of their jobs and the relatively scarce 
supply of their particular skills, their power over production can be as- 
serted even in times of business recession. 

Industrial unions, which cover all of the workers in a plant, fail to 
meet these conditions. The work of individual workers who are members 
of the union is ordinarily not essential, although the services of the entire 
group are, of course, required. Moreover, since the industrial union repre- 
sents all, or practically all, of the workers in the plant, a wage increase 
will have a substantial effect upon total costs and upon prices. In times 
of business depression, the cohesiveness of the union is difficult to main- 
tain since each worker knows that almost any unemployed worker can 
perform his job. Friedman points out that the newer industrial unions 
like the Automobile Workers and the Steelworkers have operated pri- 
marily in periods of good business and inflation when wages would have 
risen anyway because of underlying inflationary economic conditions. The 
real test of these unions will come when the boom ends and unemploy- 
ment sets in. As Friedman notes, from 1920 to 1933, when the general 
price level was stable and coal was being displaced by oil, the "'United 
Mine Workers practically went to pieces.”^^ 

Do Unions Accelerate Wage Increases? Affirmative View 

A number of economists have concluded that unions do push up 
money wages to a level higher than that which would exist in a non- 
union economy. Sumner H. Slichter points out that it would be surprising 
if unions did not have this effect in view of the fact that the principal 
purpose of the trade-union movement is to influence the level of money 
wages.^® Unions have compelled many companies to accept conditions 
which management opposed, such as the union shop and the closed shop. 
It would seem strange if their bargaining power could not also compel 
management to accept wage levels above those that management would 
voluntarily establish for nonunion employees. Evidence of the ability of 
unions to force such high wage levels on employers is found in the his- 

lipid., p. 209. 

1^ S. H. Slichter, ”Do the Wage-Fixing Arrangements in the American Labor Market 
Have an Inflationary Bias.^” Ame)tcan Economic Review, Papers and Proceedings, 1953, pp- 
322-46. 
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tory of the many employers in the coal, hosiery, cotton textile, garment, 
and shoe industries who were forced out of business because the union 
compelled them to pay wages above the nonunion scale. 

According to Slichter, however, the influence of unions on money 
wages cannot be determined by comparing movements of wages in highly 
organized industries with movements in less well organized industries. 
The reason given is that union organization and union pressure for in- 
creases in organized firms exercise a general market influence which may 
cause the money wages of nonunion workers to rise as fast as (and some- 
times faster than) the average wage of all union workers. The market 
influence of union wage pressure is particularly prominent in years of 
intense organizing activity or numerous strikes. For example, from 1936 
to 1937 trade-union membership grew by over 3 million, or more than 
the entire trade-union membership at the depth of the depression in 1933. 
At the same time, there were numerous and violent strikes. Despite the 
fact that in 1935 there were more than 8 million workers unemployed 
(about one sixth of the labor force in that year) , the United States Steel 
Corporation offered its company unions a 10 per cent wage increase in 
March, 1936, and then in 1937 agreed with the Steel Workers Organizing 
Committee, which organized its employees, to give a second increase of 
10 cents an hour. Hourly earnings of factory workers rose from 55.5 cents 
an hour in October, 1936, to 64.3 cents in December, 1937, as industry 
in general sought to bar union organization by meeting or bettering union 
adjustments in wages. 

From the end of World War II to 1953, there was no substantial 
difference in the increase in average hourly earnings in the organized 
pattern-setting industries such as steel and automobiles, in manufactur- 
ing as a whole, and in retailing and wholesaling which are largely un- 
organized. For example, from February, 1946, to January, 1953, straight- 
time hourly earnings increased 55.9 per cent in wholesaling and 60 per 
cent in retailing. Slichter interprets these figures to mean not that unions 
were unsuccessful but rather that the rest of industry followed the lead 
of the highly organized industries. He finds that in years such as 1945 
and 1946, when the CIO was setting patterns for wage increases of 15-21 
cents an hour in oil, steel, and automobile industries, most wage increases 
being negotiated or granted at the time were far below the pattern. In 
other words, the settlements made by strong union pressure in these in- 
dustries were well above settlements being made in nonunion plants at 
the same time and therefore they had the effect of accelerating the rise 
in the general wage level. 

A number of other economists agree with Slichter that, given condi- 
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tions in the market favorable to exercise of union bargaining power, 
union organization results in a greater inflation in wages and prices then 
would occur in a nonunion economy. A number of reasons are advanced 
in support of this contention. First and foremost is the dominant position 
of labor unions in our key industries. Between 80 per cent and 100 per 
cent of employees are under union contracts in the aluminum, steel, coal 
and metal mining, automobile and automobile parts, agricultural equip- 
ment, rubber products, shipbuilding, building construction, longshoring, 
railroad, and trucking industries. With such complete control of the 
labor force in these industries, unions are in a position to exact higher 
rates than would be the case in a free labor market. Furthermore, since 
bargaining tends to be on a multiunit basis, all or most of the employers 
of the industry have their labor costs raised more or less simultaneously. 
As a result, there is a natural inclination to raise prices, since each pro- 
ducer knows that his competitor 'ds in the same boat” and will welcome 
a chance to pass on increased costs to consumers. 

In the second place, in a highly unionized economy key wage bar- 
gains are spread rapidly from one industry to another, even though sup- 
ply and demand conditions within the ''follower” industries may not 
justify the same increase as that granted in the "leader” industry. Union 
workers are strong believers in uniformity of wages — that is, uniformity 
with the highest wage rate paid. This is particularly true where members 
of one international union may be employed in a number of industries. 
If a profitable firm in one industry employing members of a particular 
union gives a large wage adjustment, the cry immediately goes up from 
the membership to obtain the same increase for all members of the union. 
Whereas in a nonunion economy wage adjustments are likely to spread 
gradually by affecting local supply and demand conditions and to vary 
in size depending upon the profitability of the particular firm and local 
conditions, in a unionized economy key wage adjustments jump rapidly 
from one industry to another. Union business agents learn of increases 
won by other unions and incorporate the same size demands in their own 
wage negotiations, regardless of the differences in cost and demand con- 
ditions which may prevail in the particular firms with which they bargain. 

Thus, it is possible that wage increases may spread more rapidly 
and may be more likely to produce price increases in a unionized economy 
than in a free labor market. One factor working in the opposite direction 
must, however, be mentioned. Union rates are fixed by contract, usually 
for an average period of 1 or 2 years and this may possibly cause some 
lag in the catch-up process as compared with a nonunion labor market. 
However, many unions have been able to open contracts during their 
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term in times of labor scarcity, and in other cases contracts have expressly 
provided for reopening or for automatic wage adjustments in times of 
rising cost of living. 

Effect of Unemployment on Union Wage Pressure 

Perhaps the strongest reason for believing that unions can raise the 
wage level faster than unorganized workers is the fact that the wage 
policies of unions are less sensitive to the existence of unemployment 
than the wage demands of individual workers. It is generally acknowl- 
edged that union organization increases the rigidity of wage rates in times 
of business depression. For example, in 1938 when this country suffered 
a very sharp recession and unemployment reached the 10 million mark, 
wages were not reduced by leading industries for the first time in the 
history of any depression in the United States. The United States De- 
partment of Labor reported that only 791 out of 26,000 manufacturing 
establishments covered in a survey made any reductions between January 
and July, 1938, when most of the reductions took piace.^^ This was largely 
attributable to the resistance to wage reductions ojffered by labor unions. 

It has been said by a prominent economist: 'The existence of un- 
employment and the threat of more unemployment is the most effective 
and in democratic countries perhaps the only effective restraint on union 
power/'^® No one can say how much unemployment must develop before 
union leaders consider it dangerous to use the strike to gain wage in- 
creases. The picket line may be effective, even in the face of unemploy- 
ment. To be a strikebreaker and cross picket lines has attached to it such 
social opprobrium (and sometimes physical danger) that ordinarily few 
workers wish to risk social ostracism (or injury) by taking this step. Un- 
doubtedly workers will do so if unemployment grows large enough, but 
the fact that unemployment compensation is available for unemployed 
workers has lessened the supply of potential strikebreakers. And as long 
as the picket line holds, unions remain in a strong position to make effec- 
tive wage demands. 

Events indicate that unions will press for further advances in wage 
rates, even when profits are declining and unemployment is growing in 
an industry. For example, in the fall of 1953, rubber tire manufacturers, 
faced by the highest level of inventories in 24 years, were laying off work- 
ers and curtailing output. At the same time, dealers were offering tires 
at special sales at 25-30 per cent below list price. Despite the unfavorable 
demand conditions in the industry, the rubber workers obtained increases 

S. Barkin, "Industrial Union Wage Policies," Plan Age, VoL VI ( 1940), p. 10. 

2® Haberler, op. c it., p 43. 
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averaging about 12 cents an hour, and the tire manufacturers found it 
necessary to raise list prices to compensate for the higher costs. A similar 
situation characterized the television industry.^^ This pattern was pointed 
to by some economists as indicative of the power of unions to carry over 
key wage bargains from a profitable sector of industry to a relatively non- 
profitable sector, and thus to accentuate the general upward advance of 
wages and prices. 

Whether or not unions accelerate the advance of wage levels in the 
upswing phase of business cycles, it seems probable that in times of re- 
cession they minimize the downward adjustment in rates which, in the 
absence of unions, would tend to take place. Consequently, over the pe- 
riod of the business cycle, unions probably raise the upward trend of wage 
rates over what it would be in a nonunion economy. This does not neces- 
sarily imply, however, that the average rate of increase in money wages 
will be faster than the rate of increase in man-hour output. If the former 
does not outrun the latter, prices need not rise, and the dilemma of in- 
flation versus unemployment would, of course, not present itself. 

Appraisal of the Dilemma 

Among those economists who believe that union wage pressure will 
cause money wages to outrun increasing productivity, there is a differ- 
ence in opinion as to what the result will be. Some economists believe 
that the Federal Reserve System, by controlling the rate of interest and 
the supply of money, can prevent inflation from getting out of hand. For 
example, Walter Morton says: '"The central bank will resist inflation 
and labor and business will be obliged to act accordingly.”^^ This assumes 
that the Federal Reserve authorities will be able to resist pressure from 
businessmen, labor officials, and farmers who will want continued re- 
laxation of credit in order to let the boom run on. It also assumes that 
if the Federal Reserve restricts credit, businessmen, who find that they 
cannot pass on price increases because of a contraction in spending, will 
be able to resist the demands of unions for further wage increases. Other 
economists are less sanguine about the outcome. Some, such as Charles 
E. Lindblom,^^ conclude that unionism and the private enterprise system 
as we know it are incompatible and that continuing union pressure on 
wages must eventually lead to some form of governmental control of the 
labor market. 

21 Street Journal, October 5, 1953, p. 1. 

22 Morton, op. cit., p. 34. 

23 Charles E. Lindblom, Unions and Capitalism (New Haven: Yale University Press, 
1949), p. 85. 
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Time alone will tell which school of thought is correct. We should 
not however accept without question the postulate that money wage rates 
will continue their steady climb in the future without interruption. Some 
economists believe that what has happened to wages and prices in the 
past decade has been the outcome of two unusual circumstances — short- 
age of labor and easy credit — ^which will be altered in important respects 
in the years to come. 

The labor shortage can be traced to the low birth rate of the thirties, 
as a consequence of which the number of workers entering the labor force 
in the fifties has been abnormally low. Commencing with I960, however, 
the number of persons in the 20-64 age group will increase rapidly. In 
fact it has been estimated that between I960 and 1975 the increase in 
this age group ought to double the growth in all other age groups — 
exactly the opposite of the trend in the preceding 15 years.^"^ Will all 
these new entrants to the labor market be able to find jobs? A dynamic 
growing economy may be able to absorb them. Likewise, job opportuni- 
ties may be created by a further reduction in hours of work. Yet the pos- 
sibility cannot be ignored that the shift in population structure will add 
many persons to the labor market who will be unable to find employment. 
If this condition should develop, it may act as a damper on union efforts 
to raise money wages. 

The second circumstance which facilitated the wage-price inflation 
of the last decade was the expansion of credit which occurred during 
this period. Because of the abundance of savings and liquid reserves, con- 
sumers and businessmen had no difficulty in finding money to finance 
their growing needs. By 1957, however, these large pools of liquid assets 
had been largely exhausted. Businessmen found it necessary to learn the 
rules of living under a regime of tight money. 

It will take some time for the change in the number of entrants to 
the labor market to make its impact felt. Furthermore, history has demon- 
strated that strong unions can and will press for higher wages even when 
substantial unemployment exists. In the immediate future, therefore, if 
there is to be any brake on the wage-price spiral, it can arise only from 
restriction of credit. If businessmen find that because of restraints on the 
volume of money it is difficult to pass along higher wage costs to con- 
sumers in the form of higher prices, they will resist wage increases and 
the upward spiral will be somewhat retarded. However, the control of 
the money supply — at least within the degree of control which has thus 
far been utili 2 ed by the Federal Reserve — is not wholly adequate as a 

2* Peter L. Bernstein. "Is Long-Term Inflation Inevitable?” Harvard Business Review, 
Vol. XXXV (July-August, 1957), p. 53. 



410 • ECONOMICS OF LABOR RELATIONS 

FIGURE 23 


Changes in Labor Income, Money Supply, Gross National Product, 
AND Prices, 1939-56 
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curb to a wage-price inflation. As Figure 23 illustrates, since 1955 money 
supply has been curbed by the Federal Reserve, but labor income has con- 
tinued its rapid advance. Undoubtedly drastic curbs by the Federal Re- 
serve could halt the inflationary spiral, but only at the risk of producing 
a major recession. There is therefore today a serious question whether 
monetary controls can be applied in our economy in a manner which, on 
the one hand, is politically and economically feasible and, on the other 
hand, is effective to control an inflation which in an important degree 
stems from nonmonetary forces. 

QUESTIONS FOR DISCUSSION 

1. "The existence of unemployment and the threat of more unemployment is the 
most effective and in democratic countries perhaps the only effective restraint 
on union power." Comment on this quotation. 

2. Under what circumstances will a wage increase in a firm have little or no effect 
on employment in that firm? Under what circumstances will a general wage 
increase throughout the economy have little or no effect on employment in the 
economy? 

3. Are union organization, full employment, and price stability compatible in a 
democratic society? Discuss the economic and political implications of this 
question. 

SUGGESTIONS FOR FURTHER READING 

Bernstein, Peter L. "Is Long-Term Inflation Inevitable?" Harvard Business 
Review, Vol. XXXV (July-August, 1957), pp. 51-57. 

A different point of view on the inflation problem suggesting that long- 
term inflation is not inevitable and may end in the 1960's. 

Keynes, J. M. The General Theory of Employment, Interest and Money, chap. 
XIX, pp. 257-71. New York: Harcourt, Brace & Co., Inc., 1936. 

Statement of the Keynesian theory of the effect of general wage changes. 
Lindblom, C. E. Unions and Capitalism, especially chaps, x and xi, pp. 125-55. 
New Haven: Yale University Press, 1949. 

Statement of the view that the consequences of union organization are 
inflation and unemployment. 

Morton, W. A. "Trade Unionism, Full Employment and Inflation," American 
Economic Review, Vol. XL (March, 1950), pp. 13-39. 

Statement of the view that unions are not primarily responsible for infla- 
tion and that stability of prices with full employment can be achieved even with 
a strong trade-union movement. 
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UNIONS AND THE 
BUSINESS CYCLE 


A major problem in our modern economy is presented 
by the fluctuations in investment, income, and employment which are 
commonly referred to as the business cycle. The periodic fluctuations in 
business conditions — from boom to bust and back again — ^which have 
characterized our industrial development, touch the lives of each and 
every one of us. In this chapter we shall consider how union organization 
may affect the course of the business cycle. Does union organization in- 
crease or decrease the lag of wages behind prices over the cycle? Will 
union wage policies tend to mitigate the severity of depression by putting 
a floor under the deflationary spiral ? How will various nonwage aspects 
of union policies alter the cyclical pattern ? 

THE ROLE OF WAGE MOVEMENTS IN BUSINESS-CYCLE 
THEORY 

Although it is generally conceded that wage movements affect the 
course of the business cycle, the movement of wage rates is not a crucial 
or primary causal factor in most cycle theories. This is not surprising, 
since cycle theory is an explanation of the periodicity in business fluctua- 
tions. It therefore must seek as a basis some inherently unstable mecha- 
nism in the economic system which, either through self-generation or else 
in connection with external forces, produces ups and downs in employ- 
ment and income. While wage rates do fluctuate over time, these move- 
ments by and large represent reactions to underlying business conditions 
which must be explained by other more fundamental determinants. Since 
changes in wage rates are not likely to be a primary cause of the fluctua- 
tions in business activity which have characterized American economic 
development, any alteration in the general pattern of wage movements 
induced by union organization is more likely to modify, rather than to 
eliminate, cyclical movements in employment, income, and prices. 

412 
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Causes of the Business Cycle 

Predictions as to the effect which strong union organization in the 
labor market will have upon the course of business cycles in the future 
depend to a large extent upon the particular theory of the business cycle 
which the prognosticator espouses. For example, many union leaders 
maintain that the periodic pattern of boom and bust which we call the 
cycle is fundamentally attributable to the distortion of income and result- 
ing underconsumption which develops during the boom phase. Because 
of the lag of wages behind prices — so the argument goes — business makes 
abnormal profits which encourage overexpansion at the very same time 
as the wage lag is diverting funds from workers who must be able to buy 
the product of industry. The prosperity phase could be prolonged, accord- 
ing to this theory, if wages were raised rapidly enough at the peak of the 
boom. On the basis of this theory, which has become known as the "un- 
derconsumption theory’' of the cycle, union organization might tend to 
stretch out the period of prosperity since, as will be pointed out later in 
this chapter, there is some tendency for union wages to continue to rise 
at the peak of the cycle when nonunion wages have already turned down. 
However, to the extent that union contracts create a greater lag of wages 
behind prices, the overexpansion of the boom phase would be accentu- 
ated, and presumably the ultimate period of depression would be ren- 
dered more severe. 

On the other hand, many economists subscribe to the theory of the 
cycle which holds that the primary force impelling fluctuations in eco- 
nomic activity is the impact of outside influences — inventions, war, new 
discoveries. These are the factors which induce management to invest in 
new plant and equipment, to undertake new ventures, and to expand em- 
ployment. But when the new investment has caught up with the develop- 
ments of science and technology and employers have exploited to the 
limit what is economically feasible, or when the war ends and peace 
comes, there is a contraction in investment, output and employment fall, 
and the stage of depression is at hand. Union wage policies are relegated 
to a minor role in this theory. However, if unions were to attempt to limit 
profits to their 1936-39 average or to any other figure as a "normal” 
base^ or through wage pressure were able to divert to labor most of the 
gains of increased productivity resulting from technological progress, 

^ The notion that this period should be taken as a basis for figuring "normal” profits 
was advanced by Robert Nathan in his analysis of wage policy prepared for the CIO. See 
A National Wage Policy for 1947 (Washington, D.C.: Robert Nathan Associates, 1946), 
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they might 'nip in the bud'’ an incipient boom before it becomes full 
grown, for a boom grows through the plowing back of profits in new 
plant and equipment. 

There are, of course, many other theories of the business cycle. The 
interested reader can find discussions of these theories in standard texts 
on the business cycle, one of which is cited in the bibliography at the end 
of this chapter. The diversity of theories of the business cycle has been 
referred to here simply to indicate that there is no sure and definite an- 
swer as to the effect that unions will have on the cycle, nor is there even 
any unanimity among economists as to what wage policy would be best 
adapted to mitigate cyclical fluctuations in investment and employment. 

All of these problems must be approached from a frame of refer- 
ence. The union leader argues strenuously for rigidity of wages in depres- 
sion because maintenance of wages best suits his needs and the needs of 
his membership, and he can back up his arguments with convincing eco- 
nomic logic. On the other hand, employers often are found on the side of 
wage reductions in depression, since this best suits their objectives, and 
they too can find both theory and logic to support their position. It is 
therefore important in attempting to appraise the validity of an argument 
in favor of a particular wage policy to consider first the theory of the 
business cycle upon which the proponent unconsciously relies, 

THE EFFECT OF UNIONS ON CYCLICAL WAGE LAG 

Over a long period of years a tendency has become observable for 
the movement of prices to precede movements of wages over the cycle. 
Thus, in periods of business recession, wages may continue moving down- 
ward for 6 months or a year after prices start moving upward. On the 
other hand, when prices move downward at the end of a boom, wage 
rates for a time may drop little or not at all. What effect will union or- 
ganization have upon this lag of wages behind prices ? 

Union Wage Rates and Nonunion Wage 
Rates in the Cycle 

The precise effect which union organization has and may be ex- 
pected to have on the course of wage rates over the cycle is not clear. 
There is some reason to expect that union wage rates will lag behind 
nonunion rates in the downswing. The statistical data available, how- 
ever, is not clear and in some cases leads to contradictory conclusions. 
Because of the smallness of statistical samples available for study, it is 
not clear where a particular series shows a lag of union rates behind non- 
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union rates, whether this lag is attributable to union organization or to 
the peculiarities of demand, profits, and cost trends in the particular firms 
and industries in which union strength is concentrated. For example, 
union scales in the building industry rose in 1930 and continued to rise 
slightly in 1931 at a time when the deflation in the general wage level 
was well advanced. Was this lag attributable to the bargaining power of 
unions in the building industry or was it simply a reflection of the well- 
known fact that the construction industry has its own cycle of ups and 
downs in demand which do not necessarily coincide with fluctuations in 
general business activity ? Likewise, it is known that union wage rates in 
general continued to rise well after the downturns of both 1920 and 
1929 ." However, union organization in these 2 years was confined to such 
a small segment of the economy that this movement may reflect unusual 
demand situations in the organized industries rather than the strength of 
union organization itself. 

One statistical study — the so-called Douglas series*"^ — purports to 
give a comparative picture of union and nonunion rates from 1890 to 
1926, the longest period covered by any such comparative statistics. The 
series consists of average hourly earnings and index numbers of money 
earnings and real earnings in fourteen manufacturing industries, eight 
of which are classified as nonunion and six as union. The nonunion sam- 
ple, however, is heavily weighted with such highly competitive industries 
as cotton textiles, boots and shoes, clothing, and hosiery. These industries 
are among the first to be compelled to cut prices when business declines, 
and therefore they are usually the first to seek wage reductions. It is not 
surprising, therefore, to find that the nonunion sample tended to lead the 
union sample in the downswing. The results in the upswing were not 
clear from this series. However, in view of the smallness of the sample 
and its obvious bias, it would be dangerous to generalize from the results 
of this survey. 

Factors Affecting Wage Lag 

In estimating the significance of union organization upon the pat- 
tern of wage movements, it is essential to recognize that collective bar- 
gaining is only one of a number of factors which affect the timing and the 
size of wage adjustments. For example, reductions in the 1929-33 depres- 
sion typically occurred first in those industries where labor costs were 

^ S. H. Slichter, *'The Changing Character of American Industrial Relations,” AmerL 
can Economic Review, Vol. XXIX (March, 1939), Supplement, p. 134. 

2 Paul Douglas, Real Wages in the United States, 1890-1926 (New York: Houghton 
Mifflin Co., 1930), chap. vi. Some shortcomings of this series are pointed out in A. M. Ross, 
Trade Union Wage Policy (Berkeley, Calif.: University of California Press, 1948), chap. vi. 
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relatively more important and where competition in the product market 
forced price declines as buyer resistance developed.^ The latter circum- 
stance may be of such compelling influence that it overshadows any ten- 
dency toward wage rigidity imparted by union organization. Indeed, one 
study of the 1929 downturn — likewise based upon a limited sample^ — 
indicates that the lag in hourly wage rates behind the cyclical downward 
turning point in employment was actually greatest in industries which 
during the period were not unionized This does not, of course, mean 
that unionism increased the downward flexibility of wages — it simply 
indicates that in the unionized industries which happened to be included 
in this study, other factors were also operating which tended to offset 
the rigidity of wage rates normally produced by union organization. 

Likewise the length of lag in wage rates behind the downturn in 
employment when recession sets in does not seem to bear any close rela- 
tionship to the degree of union organization. Here, too, other factors are 
at work which are apparently more important in determining whether 
management will be able to continue to pay high wages after demand 
and output have slackened. Thus, for example, it has been observed that 
the wage lag tends to be greatest in the larger firms and in the industries 
with the largest firms, size of firm being measured by the value of prod- 
uct.® This is to be expected, since the large firms are frequently in a better 
position to maintain high rates because of larger profits and a stronger 
financial position. More than size, however, it is the profitability of the 
firm which determines whether wage rates will be maintained, and if, as 
in the paper industry, the small firms tend to be profitable ones, then they 
will be slower than large companies in cutting wages.’’" 

Wage levels and the timing of wage changes are also a function of 
the location of plant, of the personalities of union leaders and manage- 
ment officials, and of a myriad other factors which cannot be reduced to 
a simple formula. Moreover, since most statistics of wages are averages, 
the results are subject to many statistical pitfalls — shifts in the relative 
number of high- and low-paid workers, variation in number of hours 
worked, and so forth. Consequently, even if there were series available 
which purported to trace the movement of union and nonunion wage 

^ J. T. Dunlop, Wage Determination under Trade Unions (New York: Macmillan 
Co., 1944), pp. 145-48. 

^ J. Shister, “Note on Cyclical Wage Rigidity,” American Economic Review, Vol. 
XXXIV (1944), p. 111. 

® J. Shister, Economics of the Labor Market (Chicago: J. B. Lippincott Co., 1949), 
p. 440. 

7 Ibid., pp. 439-42. 
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rates down to date, much of our analysis would have to depend, nonethe- 
less, upon a priori deductions. 

Future Trends in Wage Lag 

On the whole, although the statistical evidence of experience to 
date is by no means wholly adequate or clear in its implications, it seems 
likely that in any future recession union organization will increase the 
lag of wages behind prices as business turns downward. In times of fall- 
ing prices, unions are able to maintain wage rates without reduction for 
a longer time than would be the case in a nonunion labor market. Unions 
already have demonstrated this ability in the 1938 recession. Today unions 
are far stronger, and their treasuries are better able to withstand the 
drain of unemployment and depression. 

With respect to wage lag in the upswing phase of the cycle, con- 
flicting tendencies must be recognized. On the one hand, as has already 
been mentioned, the fact that collective bargaining agreements set wages 
for a definite period — customarily a year or more — tends to increase the 
time lag of wage changes behind price changes. If contracts limiting wage 
reopenings or wage adjustments during the term of a contract to once 
a year continue to be the vogue, union organization will probably tend 
to increase the lag of wages behind prices in future booms. But union 
officials are becoming increasingly cognizant of the fact that in times of 
rising prices organized labor is likely to run a losing race with the cost 
of living. For this reason, many unions in recent years have incorporated 
cost-of-living adjustment provisions in their collective bargaining agree- 
ments. Such provisions provide for automatic upward revision in wage 
rates, usually on a quarterly basis, based upon changes in the United 
States Bureau of Labor Statistics cost-of-living index. Other unions with 
a similar objective in mind have included provisions enabling them to 
reopen the wage clause of collective bargaining agreements in the event 
increases in the cost of living exceed a given amount. We have already 
had occasion to examine in Chapter 4 the so-called living document 
doctrine,” advanced by Walter Reuther, which, in effect, would enable 
unions to reopen wage negotiations at any time that previously negotiated 
rates became inadequate in the light of subsequent changes in the price 
level. 

These developments suggest that there is a definite trend in union 
thinking toward making union contracts more flexible in periods of in- 
flation in order to enable wage changes better to keep pace with price 
changes. If such devices were to be generally recognized by employers, 
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q^dical wage lag might not only be reduced but might almost be elimi- 
nated. As a matter of fact, widespread adoption of automatic upward 
cost-of-living adjustment provisions in union contracts would give our 
economy "built-in inflation.” General wage increases would immediately 
produce increases in the cost-of-living index which, in turn, would auto- 
matically require a new round of wage adjustments, and so the whole 
wage-price structure would spiral upward at an accelerated rate. The 
result would probably be a quicker end to the boom, since the rapid rise 
of wages and prices would undoubtedly alarm the monetary authorities 
who would be inclined to raise interest rates or utilize fiscal policy to 
curb the inflation. 

Automatic cost-of-living adjustments and the other provisions above 
mentioned, which would reduce wage lag in the upswing, would, of 
course, also tend to reduce wage lag in the downswing if they were made 
applicable in such periods. However, unions take a dim view of any type 
of wage reduction, automatic or otherwise. Contracts may be "living 
documents” in an upswing, but the employer is likely to find union busi- 
ness agents adamant in insisting on contract rights when the employer 
suggests wage cuts in the middle of a contract term. Consequently, while 
there may be some development toward greater flexibility in wage clauses 
of union contracts which would tend to reduce the lag of wages behind 
prices in the upswing phase of future cycles, the lag of wages behind 
prices in the downswing is likely to be intensified by strong union organi- 
zation. 

EFFEa OF WAGE RIGIDITY IN THE DOWNSWING 

If labor costs remain rigid in the face of falling demand for the 
product of industry, there will be a tendency for employers to curtail 
output and employment sharply. Wage rigidity, therefore, may result in 
a sharper reduction in output and employment than would otherwise be 
the case. On the other hand, as long as wage rates remain more or less 
stable, a brake is applied to the downward deflation in prices. Both em- 
ployers and the public become conscious of the fact that prices cannot 
continue downward in view of the high level of labor costs and therefore 
think in terms of a higher level of prices in the future, rather than of 
further deflation. This tends to encourage revival in purchasing both by 
business and consumers. The difficulty, however, is that unions not only 
support the general wage level in times of recession but also support 
whatever maladjustments may have developed in the wage structure in 
the course of the preceding boom. If wages have risen disproportionately 
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in certain key industries, such as steel, automobiles, and the like, the con- 
tinued maintenance of such wage rates in these industries in the face of 
falling demand may make it more difficult for recovery to get underway. 
On the whole, however, union pressure for maintenance of wage rates 
in periods of recession probably is a stabilizing factor which sets a floor 
under the deflationary spiral characteristic of depression periods. 

In contrast to economic writings prior to 1929, which on the whole 
considered wage flexibility desirable over the cycle, there has been a 
marked tendency in recent economic writings to view wage rigidity as 
a factor contributing to economic stability. Some economists have con- 
cluded that while flexible wages may have tended to stabilize production 
and employment in an earlier and more generally competitive period of 
American industrial development, they would not exercise an equally 
salutary effect in our present economy which is characterized by * 'sticky’' 
administered prices in a number of strategic areas. In such an economy, 
the stabilization of certain key prices, among them wage rates, may prove 
more effective in maintaining employment and production on an even 
keel. 

The growing interest in rigid wages as a stabilizer has been accom- 
panied by a lessening of confidence in the efficacy of the rate of interest. 
It is now recognized that although the upward instability of the price 
system can be checked by movements of the interest rate, the instability 
downward cannot be checked easily, if at all, by that means. In fact, some 
prominent economists have concluded that the only reliable check within 
the economic system is the rigidity of wage rates.® 

Effect of Unions on Wage Dispersion 

Union organization may exert a stabilizing influence on the business 
cycle, not only by making for greater rigidity in the general level of wages 
in the downturn but also by lessening the degree of dispersion in wage 
rates during a depression period. In past depressions, when union organi- 
zation was less widespread, the earnings of unskilled workers fell rela- 
tively more than the earnings of skilled workers. Thus the spread or 
dispersion of wage rates — from the highest to the lowest — increased. 
This circumstance reduced the amount of income available to the low- 
paid workers who spend the highest percentage of their incomes. For 
example, between 1929 and 1931, there was some tendency for the lower 
quartile of men's earnings to fall by a greater percentage than the upper 
quartile. In the absence of any showing that the lower quartile of wage 
earners in each occupation had a higher rate of employment during the 

® See J. R. Hicks, Ya/ue and Capital (Oxford: Clarendon Press, 1939), p. 269. 
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depression as a result of the greater proportionate wage reductions, it 
appears that the larger reduction in hourly earnings in the lowest quartile 
tended to reduce disposable income most where the propensity to con- 
sume could be assumed to be highest.® 

Union organization among poorer-paid workers tends to lessen this 
tendency toward increase in inequality of distribution of income in de- 
pression. Industrial unionism has spread the bargaining power of higher- 
paid strategically placed workers over employees who are less favorably 
situated. Moreover, industrial unions have a definite policy of narrowing 
differentials between the extremes on the wage scale. The automobile 
industry affords an interesting example of the extent to which industrial 
unionism has improved the bargaining position and income of the lowest- 
paid workers. In that industry, within a period of about 5 years after the 
United Automobile Workers obtained contracts with the leading com- 
panies, the rate differential between an unskilled sweeper and a highly 
skilled toolmaker was reduced from about 120 per cent to about 40 per 
cent.^® The improvement in bargaining position of poorly paid workers 
should counteract the tendency toward greater dispersion of wage rates 
observed in previous downturns and may tend to stabilize income and 
purchasing power where it is most needed. 

WAGE POLICY AS A RECOVERY MEASURE 

We have seen that there is some reason to believe that rigidity of 
wages in the downswing will lessen the severity of the ensuing depres- 
sion. But once depression has set in, is wage policy an effective means to 
achieve recovery ? The answer would seem to be no, if manipulation of 
wage rates to the exclusion of other devices is intended. The causes of 
depression are too complex, and the distortion of the cost-price structure 
too serious to render it possible for change in one cost factor alone to 
produce recovery. In most situations, therefore, wage policy must be com- 
bined with other measures if any substantial progress is to be achieved in 
raising the level of income, production, and employment. 

The question still remains, however, what form such action in the 
field of wage policy should take, even if it is only a partial solution. Are 
general wage reductions desirable in depression, or should wages actually 
be raised to increase consumer purchasing power ? The first question is 

^ J. T. Dunlop, ‘'Cyclical Variations in Wage Structure,” Kevtew of Economic Statis- 
tics, YoLyLyil (1939), p. 32. 

A. M. Ross, “The Trade Union as a Wage-Fixing Institution,” American Economic 
Review, Vol. XXXVII (1947), p. 577. 
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not entirely academic. Should a severe depression of the 1933 variety 
recur in the future, even strong union organization probably could not 
prevent some wage reductions. Moreover, the effect of a wage reduction 
may, to some extent, be duplicated in less obvious forms, such as by in- 
creasing prices relative to wages, or by a wage subsidy. Finally, it should 
be recognized that actual wage rates fluctuate more than published wage 
rates, since in periods of depression unions attempt to maintain the estab- 
lished rate in collective agreements, even though they may sanction in- 
dividual bargains below it by union members. 


WAGE REDUCTION IN DEPRESSION 

Most theorists agree that it is the fluctuation in investment which is 
responsible for the oscillation in production and employment which we 
call the business cycle. Movements in investment expenditure usually lead 
movements in consumption and in general business activity. For example, 
the recovery of 1921 began with an increase in investment. Gross invest- 
ment rose 1.8 billion from 1921 to 1922, while consumption expenditures 
were still falling.^^ In the recovery of the 1930’s, investment started up 
first, rising 0.7 billion from 1932 to 1933, while consumption was still 
falling. In the downturn of 1929, there is some disagreement as to the 
relative movements of consumption and investment in point of time, but 
it is established that investment fell sharply from 1929 to 1930, while 
consumption fell only by a small amount.^" Since it appears that changes 
in investment tend to lead changes in income, a revival in investment 
would seem to be the best way to speed recovery from depression. Can 
this result be achieved through wage reductions ? 

Favorable Effects of Wage Reductions 

The volume of new investment is determined by the relation be- 
tween the rate of interest and what has been called the marginal efficiency 
of capital.^^ The marginal efficiency of capital is simply an index of the 
prospective profit rate on new investment, while the rate of interest is an 
index of the cost of obtaining capital for the purpose of investment. If 
the rate of interest falls or the marginal efficiency of capital rises, there is 
an inducement for businessmen to expand their investments. On the other 

A. Hansen, Fiscal Policy and Business Cycles (New York: W. W. Norton & Co., 
Inc., 1941), p. 49. 

12 J. Estey, Business Cycles (New York: Prentice-Hall, Inc., 1941), pp. 333-34. 

13 See J. M. Keynes, The General Theory of Employment, Interest and Money (New 
York: Harcourt, Brace & Co., Inc., 1936), p. 135. 
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hand, i£ the rate of interest rises or the marginal efficienq^ of capital falls, 
there will be a tendency for investment to contract. 

A reduction in wage rates may, under certain circumstances, reduce 
the rate of interest by diminishing the needs of business for cash. The 
reduction in wage rates would tend to reduce the price level, and busi- 
nessmen would find that they needed less cash for making purchases and 
meeting payrolls. Balances would therefore build up in the banks. As a 
result of their increased liquidity, banks might reduce interest rates to 
encourage borrowing. A reduction in interest rates would, other things 
remaining equal, tend to stimulate investment. 

There is also a possibility that a wage cut will raise the marginal 
efficiency of capital. For example, a substantial general wage reduction 
made with finality might be interpreted by management as a sign to go 
ahead on the theory that the bottom had now been reached and that 
henceforth the movement of both wages and prices would be upward. 
While such a wage reduction is difficult to achieve in our free labor mar- 
ket, other countries have had some success with such measures. In Aus- 
tralia, in 1931, wage levels were reduced 10 per cent by order of the 
Commonwealth Arbitration Board. This wage cut is generally credited 
with having contributed to Australia's recovery from the depression. 

One reason that the wage reduction contributed to recovery in Aus- 
tralia is that Australia's economy is highly dependent on the prosperity of 
its export industries. A wage reduction may give an important competi- 
tive advantage to such industries and thus set the stage for a revival in 
business in key sectors of the economy. This may have been the case in 
1921 in the United States when recovery seems to have been materially 
aided by wage and price reductions which brought our high wartime price 
structure into alignment with world levels. 

As will be pointed out later in this discussion, wage reductions seem 
to intensify, rather than prevent, a downturn in business once the de- 
flationary spiral is well underway. Wage reductions are probably most 
effective in stimulating investment if they can be made at the first sign of 
a recession, before businessmen have developed a strong feeling of cau- 
tion and when reductions in cost are more likely to produce a prompt 
increase in spending by business concerns. A wage cut of modest propor- 
tions at such a time may also raise the marginal propensity to consume 
by reducing savings. This would be so if the wage reduction were reflected 
in a substantial lowering of the prices of consumer durable goods. Ex- 
penditures for durable consumer goods compete with savings. If automo- 
biles, refrigerators, and other durable consumer goods have risen too high 
in price during the course of the boom, consumers may postpone purchases 
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until these articles come down to what they believe is a reasonable level of 
prices. A moderate wage cut at such times may make possible sufficient 
price reductions to induce potential purchasers to use savings to buy such 
items. Of course, against this favorable effect must be weighed the pos- 
sibility that the reduction in income of wage earners may cause them to 
postpone further purchases of expensive durable goods. 

Difficulties in Using Wage Reductions os Recovery Measure 

For wage reductions to function as an effective recovery measure, 
two prime difficulties must be overcome: (1) the tendency of a wage cut 
to produce anticipations of a further fall in wages and prices; (2) the 
tendency of a wage reduction to contract effective demand. 

In the absence of government intervention in the labor market, it is 
difficult to see how the first obstacle can be overcome. Perhaps if collec- 
tive bargaining proceeds more and more on an industry-wide basis, ulti- 
mately associations of employers might be able to confer with the AFL- 
CIO and together agree to limit wage reductions in the key industries to 
a specific amount. It must be admitted, however, that at least in the near 
future, it seems doubtful whether most union leaders could make such 
an agreement and still retain the allegiance of their membership. More- 
over, the divergent interests of employed and unemployed union mem- 
bers may come into sharp contrast over the question of the proper wage 
policy. For example, in the downturn of 1937, many unemployed mem- 
bers of the American Federation of Hosiery Workers were willing to 
accept a 6 per cent wage reduction proposed by employers, but the em- 
ployed union members refused to do so.^"^ 

The second difficulty, however, can be met in a number of ways. 
Collective bargaining agreements might be phrased in terms of income 
rather than wage rates. During the depression, for example, in negotia- 
tions for a reduction of railroad wages, the railway unions attempted 
unsuccessfully to bargain for a partial maintenance of income.^^ Con- 
tracts based on maintenance of income rather than wage rates would 
guarantee workers that their standard of living would not be impaired, 
and at the same time would afford employers the benefit of reduced costs. 
Thus, during the depression of 1933, it would have been to the advantage 
of the building trades to have agreed to a reduction in wage rates in re- 
turn for a guarantee by the employer of a sufficient number of weeks of 
work to maintain, or to increase, their annual income. 

Hou> Collective Bargaining Works (New York: Twentieth Century Fund, Inc., 
1942), p. 501. 

S. H. Slichter, "The Adjustment to Instability,” American Economic Review, Vol. 
XXVI (March, 1936), Supplement, p. 207. 
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Another more general plan by which costs can be reduced while de- 
mand is maintained is by combining wage reductions with an effective 
program of public works financed through a budgetary deficit. The public 
works program, however, must not be managed in such a way as to nullify 
the purpose of the wage reduction — ^which is to achieve a reduction in 
costs. In 1933, wages paid on public projects exceeded rates on private 
work with the result that labor costs in construction were maintained at 
an arbitrarily high level. A third possibility would be to grant wage sub- 
sidies to private industry. The effect of such subsidies is to reduce wage 
costs by the amount of the subsidy and at the same time to increase effec- 
tive demand by the extent to which the subsidies are financed through 
borrowing. 

Unfavorable Effects of Wage Reductions 

We have seen that a wage reduction may promote recovery by lead- 
ing to a lowering of the interest rate. Opponents of wage reductions argue 
that in times of depression this reaction is of little value. At such times, 
interest rates are generally low anyhow. The real problem is to raise the 
anticipated profit rate, and except in unusual cases where it can definitely 
be determined that the wage reduction is final, the lowering of wage rates 
is unlikely to have a favorable effect upon investment. Moreover, if it is 
desired to reduce interest rates, this can be done directly and more simply 
through fiscal policy or control of the money market by the Federal Re- 
serve System without creating the hardship and maladjustments which 
frequently result from wage reductions. 

In many business downturns, wage reductions will serve only to 
deepen business pessimism and intensify the downward spiral in income, 
employment, and prices. Since the immediate effect of a wage reduction 
is likely to be a decline in wage payments and consumer expenditures, 
there must be an immediate compensatory increase in spending by busi- 
nessmen on inventories or capital goods to prevent a shrinkage in total 
purchasing power. In periods of depression, however, businessmen typi- 
cally are in a cautious mood and are unlikely to rush into new investments 
merely because of a wage reduction. Any savings effected by reason of 
the reduction in labor cost may simply be used to pay off debts or to build 
up bank balances. Therefore, it is quite likely that the volume of business 
spending will not revive promptly enough, and, as a result, wage reduc- 
tions will produce an actual contraction in purchasing power. 

On the whole, general wage reductions do not hold forth much 
promise as a recovery measure. The key factor which must be reached is 
the rate of new investment, and wage reductions, by and large, are a 
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clumsy means of stimulating this variable. Revival of investment in a 
depression period is rendered difficult by the large amount of excess 
capacity and surplus stocks which exist at such times. Until these are 
eliminated — by obsolescence or gradual depletion — it is difficult for a 
purely internal change, such as a wage reduction, to start the economic 
system moving again. A steel manufacturer is not likely to build a new 
plant at the bottom of the depression merely because wage rates have 
been reduced. Lower wage rates and lower interest rates may make con- 
ditions more conducive to recovery when a favorable external factor — 
such as a good crop or a new invention — impinges upon the economy and 
raises profit expectations. But of themselves, these measures are relatively 
ineffective to promote recovery, 

WAGE INCREASES IN DEPRESSION 

The argument for wage increases as a recovery measure embodies 
the same analytical approach as that which has been used to attack the 
alleged benefits flowing from general wage reductions. The crux of the 
argument in both cases is that we must look to the economy as a whole 
and not to the individual firm in order to appraise the efficacy of the wage 
change in promoting employment. 

Favorable Effects of Wage Increases 

An increase in wage rates in one firm will not ordinarily provide a 
basis for more jobs, since the rise in wage rates simply increases costs 
without measurably altering the demand for the output of this particular 
employer. But when wage rates are increased generally throughout the 
economy, the effect of these increased disbursements upon general con- 
sumer demand cannot be ignored. If there are no leakages, and if the 
banking system expands the quantity of money sufficiently to maintain a 
higher level of prices without a rise in interest rates, then the rise in wage 
cost need not reduce employment and may even increase it if the rise 
in wages and prices is taken as an indication of the end of the deflationary 
downturn. 

In a depression period, the existence of unused plant and equipment 
and the widespread operation of industry at less than optimum capacity 
may make possible a rise in money wages and employment with a less 
than proportionate increase in prices. This consideration was one of the 
motivating factors in the NRA program of 1933, which sought to achieve 
recovery by expanding wage earners’ buying power. The NRA recovery 
program achieved a small increase in real wages from June, 1933, to 
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June, 1935; the index of weekly industrial earnings rose from 70 to 80, 
while the cost of living rose from 96 to 107.5. Real wages thus rose from 
72.9 to 74.3.^® 

Difficulties in Using Wage Increases as Recovery Measure 

Wage increases will not significantly enlarge consumption expendi- 
tures if the employed workers who receive wage adjustments simply save 
the additional income or use it to pay off indebtedness to banks. Moreover, 
even if the wage increases increase consumption, they may merely im- 
prove the short-term outlook for business without affecting the views of 
the business community concerning the profitability of long-term invest- 
ment in heavy plant and equipment. Because wage increases tend to 
affect short-term rather than long-term expectations, any favorable re- 
action upon business expenditures is likely to be reflected in increased 
inventory accumulation^'^ rather than in the purchase of fixed plant and 
equipment. Consequently, a recovery movement which is generated by 
increased wages is likely to be extremely susceptible to speculative influ- 
ences. One reason that the speculative collapse of 1937 produced such 
a sharp curtailment in production and employment is the fact that long- 
term confidence had remained weak throughout the abortive boom, as 
evidenced by the tendency of businessmen to confine their buying of 
industrial equipment to replacement demands. 

On the whole, relatively few economic theorists favor wage in- 
creases as a device to achieve recovery in depression. An exception is the 
school of underconsumptionists who see in depression the cumulative 
effect of oversaving; in their view, wage increases are essential to elimi- 
nate the prime cause of the collapse of business, namely, the deficiency in 
consumer purchasing power. However, even granting their argument 
that it is desirable — and even necessary — to raise consumption during 
depression, this, in itself, is not enough to assure recovery. It is the 
propensity to spend, not alone the propensity to consume, that is the 
crucial factor in the cyclical process. Spending must be stimulated by all 
groups in the community — ^by employers as well as by consumers. If every 
increase in expenditure by consumers were accompanied by a decrease in 
expenditure by employers, it is clear that no stimulus to business recovery 
would be imparted by wage increases. 

C. F. Roos, NRA Economic Planning, Cowles Commission Monograph No. 2 
(Bloomington, Ind.: The Prindpia Press, 1937), p. 444. 

7^ This suggests the possibility that in a unionized economy cycles in inventory ac- 
cumulation may become of increased importance, thus giving more substance to the purely 
monetary theory of the cycle advanced by R. G. Hawtrey in Good and Bad Trade (London: 
Constable & Co., 1913). 
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Unfavorable Effects of Wage Increases 

A high level of consumer expenditures is essential for a healthy 
economy, but so is business spending. Any policy which gives sole atten- 
tion to the one without sufficient regard to the other is likely to fail in its 
objective. Those who assert that employment will be increased by a rise in 
wage rates are in effect assuming that consumption will expand as a 
result of the increase in wage rates, but that investment will not be ad- 
versely affected despite the rise in costs. There is certainly no necessity 
that this be so. Indeed, in times of depression, it is possible that the re- 
action of investment to the rise in wage costs will be immediate and 
adverse, whereas the increase in consumption by wage earners may be 
slow in coming. In times of depression, consumption tends to be main- 
tained by government subsidies, unemployment insurance, relief, and 
similar payments. With widespread imemployment prevalent, the for- 
tunate employed workers who find extra dollars in their pay envelopes 
may well consider it prudent to lay these aside in case they, too, are dis- 
missed. On the other hand, employers feel the increase in costs immedi- 
ately, and with profits low or nonexistent it is questionable whether they 
will continue to operate long at an uneconomic output. To place recovery 
on a substantial basis, it is investment in fixed plant and equipment which 
must be stimulated. Wage increases may, of course, induce management 
to invest depreciation allowances in equipment which is more laborsaving, 
but it is doubtful whether, during a period when long-term expectations 
are at a low level, higher wages produce any substantial expansion in 
investment based on the interest of management in displacing labor. 

Furthermore, in an economy which depends in part upon exporting 
to other countries, a general increase in labor costs at a time when other 
nations are undergoing the painful process of deflation may have a detri- 
mental effect on employment in export industries. In our highly inter- 
related modern world, depressions tend to be world-wide, and recovery 
measures in one country must take account of conditions in other coun- 
tries. If wages and prices are raised in this country at the same time as 
consumers in foreign coimtries find their incomes diminished and prices 
in their own countries reduced, our export industries will be less able to 
compete in foreign markets. The depressed condition of these industries 
will therefore be aggravated by the wage increase. Furthermore, in the 
absence of a concomitant increase in tariffs, our imports will be stimu- 
lated because domestic consumers will find that many articles can now 
be purchased cheaper abroad than at home. This may produce an un- 
favorable balance of payments and an outflow of gold which may em- 
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barrass the central banking system and cause a tightening in the money 
supply at the very time when credit restrictions should be relaxed. 

APPRAISAL OF WAGE POLICY AS RECOVERY MEASURE 

This discussion serves to indicate that no unqualified conclusions can 
be drawn regarding the type of wage policy which should be adopted in 
depression. In a mild depression, a reduction in wage rates, if accom- 
panied by a fall in the prices of producers’ goods, may shorten the period 
of adjustment, particularly if long-term expectations have remained at a 
relatively high level despite the temporary business relapse. If, however, 
the depression is of the 1930-33 variety, where the power of long-run 
dynamic forces is low and the demand for capital goods is highly in- 
elastic, then a reduction in wage rates may only further contract purchas- 
ing power without contributing to the recovery of employment and 
production. 

Thus the efficacy of wage policy as a recovery measure depends upon 
the nature of the particular depression in which its use is sought. That 
the same wage policy cannot uniformly be applied in every business down- 
turn is not surprising; for each depression is in an important sense a 
unique event. In many depressions, wage alterations are simply not 
adapted to reach the fundamental source of maladjustment. In 1929, 
for example, wage reductions could not halt the deflation due to bank 
failures, nor could they raise the depressed level of long-term expecta- 
tions. On the other hand, in 1920-21, wage reductions did contribute to 
recovery because the high wages left over from the war inflation were 
themselves a cause of the ensuing depression. 

The fact that there is no certainty that employment will be increased 
if wage rates are reduced or increased in periods of business recession 
strengthens the case for wage rigidity. Maintenance of wages may be the 
best way to maintain consumption expenditures. It is important to main- 
tain consumption during depression because experience has demon- 
strated that new investment is not likely to revive until inventories have 
been used up, and this process of depletion takes time. In the 3 years, 
1933-35, it is estimated that business inventories declined nearly $4 bil- 
lion^^ (measured in 1929 prices). This represents a considerable disin- 
vestment and indicates the large amount of slack which needs to be 
taken up before investment is likely to resume. During the intervening 
period of adjustment, maintenance of wages is desirable to prevent cumu- 

S. Kuznets, National Income and Capital Formation, 1919-193^ (New York: Na- 
tional Bureau of Economic Research, Inc., 1937), p. 40. 
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lative contraction. The policy of maintaining wages during depression 
which was adopted by Sweden in the early 1930’s enabled that country 
to make a quick recovery from the depression. Wages fell less than 5 per 
cent in Sweden in the worst year of the depression. On the other hand, 
no country made such drastic cuts in wages and other costs from 1930 to 
1933 as the United States, yet no country suffered more intensely from 
that depression. In the United States, total payrolls in manufacturing, 
mining, and steam railroads fell by over half from 1929 to 1932.^^ 

The severe wage deflation of the great depression is not likely to be 
repeated in the future unless the pattern of our industrial relations under- 
goes a sharp reversal. Unions characteristically think of wages as income, 
rather than as a cost, and consequently have little sympathy for proposals 
that wages be rendered "'flexible” to assist recovery from depression. The 
experience of the recession in 1938 suggests that the wage rigidity pro- 
duced by such union attitudes may produce a cyclical pattern character- 
ized by an extremely sharp fall in production and employment as declin- 
ing demand impinges upon rigid wage costs. On the other hand, if con- 
sumer income is maintained by social security, relief, and supplementary 
unemployment benefit^^ payments, a fairly rapid recovery can be achieved 
since the relative stability of costs and prices attributable to maintenance 
of wage rates prevents the strengthening of deflationary forces. 

CYCLICAL EFFECT OF NONWAGE ASPECTS OF UNION 
ORGANIZATION 

The full impact of unions upon the business cycle cannot be ascer- 
tained simply by adding a little more wage pressure to conventional 
analyses of the role of wages in the business cycle. Union policy is more 
than wage policy. Unions affect the mobility of labor, the efficiency of 
labor, attitudes toward technological change, work sharing, and other 
aspects of the employment relationship. How will these nonwage aspects 
of union policy affect the nature of the business cycle ? 

MOBILITY OF LABOR AND CYCLICAL INSTABILITY 

Union organization probably reduces the mobility of labor. For ex- 
ample, provisions in collective bargaining agreements basing layoffs on 

A Montgomery, How Sweden Overcame the Depression, 1930-1935, trans. L. B. 
Eyre (Stockholm: Alb. Bonniers Boktryckeri, 1938), p. 52. 

Monthly Labor Review, Vol. LI (1940), p. 538. 

21 See Chapter 20 for a discussion of the cyclical effect of supplementary unemploy- 
ment benefit plans. 
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seniority tend to tie workers with long service to their present jobs. Other 
benefits which unions have achieved in recent years, such as pensions, 
have a similar effect. To the extent that the mobility of labor is reduced, 
the cyclical instability of the economy is increased. An increase in the 
demand for labor tends to be converted into higher wages and higher 
prices more readily when mobility of labor is low than when it is high. 

As a revival in business commences after depression lows, the de- 
mand for labor increases over the whole economy. Certain industries and 
firms, however, lead in the recovery, and they are not always located in the 
areas where the largest pools of unemployed labor exist. These firms 
have to raise wage rates to attract additional manpower, and in a union- 
ized economy they may have to raise wage rates more than in a nonunion 
economy simply because the widespread incorporation of seniority pro- 
visions in union contracts ties men to their jobs and makes them reluctant 
to move to a less secure position elsewhere, even if the compensation 
offered is higher than what they are currently receiving. As the boom 
wears on, the shortage of labor is rendered more acute by the lack of 
mobility between labor-surplus and labor-shortage areas with the result 
that the inflationary spiral is intensified. This may bring a quicker end 
to the boom than would be true in a nonunion economy and also may 
make more difficult the ultimate adjustment of wages and prices which 
is required to revive business after a recession. 

CYCLICAL VARIATION IN THE EFFICIENCY OF LABOR 

Unions may affect the business cycle not only through wage policy 
but also through their effect upon labor efficiency. Employers are con- 
cerned with labor as a cost of production, but labor cost is not a simple 
function of wage rates. Labor cost per unit of product is the resultant of 
three factors: (1) the wage rate; (2) the efficiency of labor; (3) the vol- 
ume of production. These factors are not entirely independent, for as will 
appear in the following discussion, volume has an important influence on 
the level of labor efficiency. Nevertheless, the interaction of these three 
factors ultimately determines the trend of labor costs over the business 
cycle. 

The cyclical behavior of labor costs has important repercussions 
upon the profitability of investment and upon the general level of prices. 
If periods of decreasing labor efficiency were correlated with periods of 
increasing wage rates, then the cyclical fluctuation of labor costs would 
be exaggerated. On the other hand, if labor efficiency bore a positive rela- 
tion to changes in the wage level, then labor costs would be rendered 
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more stable over the q^cle. The behavior of labor efficiency, therefore, is 
an important determinant of the extent to which wage changes will be 
reflected in alterations in costs and prices. 

The actual variation of labor efficiency over the cycle is a matter of 
some controversy. Although statistics are available for "labor produc- 
tivity,'* these figures do not really represent the effect of changing labor 
efficiency but rather of the combined effectiveness of labor and capital. 
Therefore, analysis in this field must largely rely upon deductive rea- 
soning, buttressed where possible by empirical data. 

Labor Efficiency and Labor Effort 

If by labor efficiency we mean labor effort, then there is reason to 
believe that in the absence of strong union organization, employee effi- 
ciency tends to increase as the lines of unemployed lengthen. It is human 
nature for the employed worker to value his job more highly — and there- 
fore to apply himself to his work more conscientiously — when there are 
ten other men seeking it than at a time when he can quit and get another 
position without difficulty. Most employers would agree that worker 
effort showed a marked decrease during the war years when labor was 
scarce, with some tendency in the opposite direction in the period since 
the end of the war. Not only does individual employee diligence diminish 
in periods of labor scarcity but also the high labor turnover and the 
employment of marginal persons during such periods tends to reduce the 
average efficiency of the work force taken as a whole. 

However, the problem of labor efficiency is complex, and there are 
important considerations operating in the opposite direction. For exam- 
ple, no study of labor efficiency and motivation can ignore the so-called 
"lump of labor" theory, which is deeply ingrained in labor thinking. In 
times of slack employment, laborers tend to draw out their jobs to make 
them last as long as possible, on the theory that there is just so much 
work to go around, and when that is exhausted, their jobs may be at an 
end. This attitude, of course, overlooks the fact that job tenure ultimately 
depends upon the margin between costs and prices, and delaying tactics 
may so narrow this margin as to make it impossible for an employer to 
compete. Nevertheless, employees frequently act in terms of this theory, 
and therefore it is a factor which may make for reduced labor efficiency 
in times of depression. 

On the whole, it seems likely that in a nonunion economy the first 
tendency — toward increased eiSficiency in depression — ^would dominate, 
since employees bargain individually for their jobs and therefore reason 
that individual effort may make the difference between retention on the 
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payroll and dismissal. In a unionized economy, however, the force of the 
first tendency is considerably diminished by the security which collective 
bargaining provides, while at the same time, the very existence of a 
union may give explicit form to the 'lump of labor” dogma. A strong 
union faced by growing unemployment among its membership often 
reacts by limiting the size of a man's daily or hourly output, and by im- 
posing various make- work regulations designed to make the job last as 
long as possible. Moreover, since unions frequently specify that seniority 
must be observed in making layoffs, the pressure on the individual em- 
ployee to increase output in order to retain his job is removed, and he 
becomes more receptive to the attractive notion of drawing out his job. 
As a consequence, strong unionism may alter what has been the character- 
istic behavior of labor efficiency over the cycle, so that efficiency will show 
no tendency to rise in depression and may even deteriorate through the 
multiplication of union rules. However, in severe depression, the union 
itself IS likely to be so weakened that it will be unable to enforce such 
burdensome regulations against employers. 

Changes in Man-Hour Output 

Thus far we have considered labor efficiency as it is affected by 
worker effort. But in many industries — ^particularly those which are highly 
mechanized — the speed of work is geared to the speed of the line, leaving 
little room for individual variation. In such industries, the volume of out- 
put becomes a major determinant of the level of labor costs. 

If efficiency of labor is measured in terms of man-hour output — 
which is a composite of the varying efficiency of labor and capital — then 
there is an indication of a marked decline of efficiency in depression 
periods. For example, the Chief Economist of the U.S. Bureau of Labor 
Statistics, testifying before the Temporary National Economic Commit- 
tee, called attention to the decline in labor productivity in all manufactur- 
ing industries which occurred from 1931 to 1932, and stated: 

There were certain lines of manufacturing, notably in the heavy industries, 
in which productivity went down very sharply and will go down very sharply 
every time the volume of physical production declines. One of the characteristics 
of a depression is the tendency of the output per worker to go down, which in large 
measure may offset the benefits of reduced labor costs that people seek to achieve 
through wage reductions in a period of depression. . . 

The reason for this variation in productivity is primarily technologi- 

Hearmgs before the Temporary National Economic Committee on Technology and 
Concentration of Economic Power (Washington, D.C., 1940), Part XXX, p. 16229. 
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cal. It does not depend upon the worker’s effort so much as upon the vol- 
ume of production. In highly mechanized industries, for considerable 
ranges of output, labor becomes a fixed cost. Whether a machine produces 
10 units or 100 units of a product, it may still need the same amount of 
labor to operate it. Hence decreases in output become decreases in product 
per man-hour. Or, looked at another way, increases in output spread labor 
cost over a large number of units of product. For example, in steel pro- 
duction, 35 per cent more hours of manufacturing labor and 14 per cent 
more hours of administrative labor are required to manufacture a gross 
ton of finished steel products at 20-25 per cent of capacity than at 55“~60 
per cent of capacity.^^ In many industries — steel, glass, cereals, baked 
goods, etc. — ^where indivisible units such as ovens, furnaces, and kilns 
must be added as production expands, decreases in output below optimum 
capacity ordinarily occasion a loss in labor efficiency, since the labor force 
cannot be curtailed proportionately as output falls. 

The importance of the technological factor in labor efficiency ap- 
pears to vary directly with the severity of the depression and hence with 
the decline in output which results. As regards a minor recession, statistics 
suggest that there is no substantial difference between the movement of 
labor productivity in depression or prosperity. Thus, man-hour output 
rose at approximately the same rate in 1919-20 as in the depression phase 
of 1921-22.^^ 

Obviously unions can have little effect upon the technological factor 
in changing labor efficiency. However, in so far as the human element is 
important, the above analysis suggests that union security and union 
make- work rules may produce some reduction in labor efficiency in times 
of slack employment. This tendency plus the decrease in man-hour out- 
put which occurs in some industries when output is curtailed would de- 
prive wage reductions of a large part of their efficacy in reducing labor 
costs in depression. 


UNIONS AND WORK SHARING IN DEPRESSION 

Another possible way in which unions may affect the course of the 
business cycle is by encouraging work-sharing plans among union mem- 
bers and thus indirectly affecting the marginal propensity to consume. 
While there has been a growing preference among unions for seniority 
provisions with regard to layoffs, we noted in Chapter 6 that a number of 

23 Monthly Labor Review, Vol. XL (1935), pp. 1155-61. 

24 A. Hansen, Economic Policy and Full Employment (New York: McGraw-Hill 
Book Co., Inc., 1947), p. 155. 
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unions have followed the plan of equal division of work. The needle- 
trade unions, the boot and shoe workers, the textile workers, and the 
brewery workers rely mainly on this poliq^. 

Whether union organization produces a greater amount of work 
sharing than would exist in a free market can hardly be proved, but there 
is some reason for believing this to be so. If employers are free to dismiss 
men according to their own choice, they are likely to select the least 
efficient and least competent men for dismissal, retaining the core of 
their best workers. Thus periods of depression would concentrate unem- 
ployment on a small number of men. This method of allocating jobs in 
time of depression probably involves more social damage than any other, 
since the skills of these men are likely to be lost through long periods of 
inactivity. 

Unions, however, frequently view unemployment as a group prob- 
lem which is to be shared by all union members, rather than borne by par- 
ticular members simply because they happen to be less fortunately en- 
dowed than other employees. Work sharing, by giving a larger number 
of employees an opportunity to utilize their skills, tends to preserve 
workers’ morale and ability during depression, and therefore, on the 
whole, would seem to be socially desirable. 

If unions do, on balance, encourage work sharing, how is this likely 
to affect the cycle.? The effects are likely to be of mixed nature. On the 
one hand, institution of work sharing in depression will give jobs to some 
persons who have been or would be living off their relatives and gifts 
from friends. Persons in such circumstances are likely to restrict their 
consumption, and hence giving them work may induce them to expand 
their consumption. If earnings among the previously fully employed 
workers have been high, work sharing with consequent reductions in 
income per person will probably increase the marginal propensity to 
consume. 

The effects of work sharing, however, are complicated by the exis- 
tence of government relief. If work sharing is not resorted to, some 
workers will be unemployed and will be supported by government relief. 
Assuming that these are net expenditures, financed by government bor- 
rowing that would not have been undertaken otherwise, they would tend 
to have a stimulating effect in times of general deflation. Work sharing 
may thus reduce government deficit expenditures which to some theorists 
would be an unfavorable tendency. On the other hand, it can be argued 
that, even assuming deficit financing, the specter of a large volume of 
unemployment may lead workers with jobs to restrict their consumption 
and attempt to save in case they are laid off. Moreover, a large and mount- 
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government debt may have a discouraging efifect upon the induce- 
ment to invest. 

UNION CONTROL OF THE RATE OF TECHNOLOGICAL 
PROGRESS 

Industry tends to invest in spurts, which has the effect of concentrat- 
ing technological changes in a short period of time. If industry could be 
encouraged to spread investment more evenly over time, the problem of 
technological unemployment would be considerably alleviated and the 
cyclical fluctuation in income and employment which results from irregu- 
lar investment would be lessened. Can unions achieve this result by their 
control of the rate of technological change.^ 

Unions are not unmindful of this possibility, and, indeed, one of the 
major purposes motivating organized labor's promotion of the dismissal 
wage is the hope that it will encourage industry to adopt a more orderly 
plan of mechanization. However, the dismissal wage, although designed 
to lessen fluctuations in employment, may actually accentuate them. Re- 
quirement of paying dismissal wages to displaced workers might not 
operate as much of a deterrent to investment in laborsaving machinery 
in prosperous times when jobs can readily be found for workers elsewhere 
in the plant; but in depression the additional cost of paying dismissal 
wages to displaced workers would make new laborsaving processes so 
expensive to undertake that the little investment remaining in these times 
would be discouraged. Thus the net effect of union regulations controlling 
layoffs and requiring payments of dismissal wages may be to discourage 
investment when it is needed most and to postpone it until times when 
capital outlays are already high. Consequently, the cyclical instability in 
investment expenditures will be augmented. 

However, unions may have greater success in evening out fluctu- 
ations in investment by active control of the rate of technological change. 
The various means adopted by individual unions to meet the problem of 
new machinery which threatens displacement of labor were discussed 
previously in Chapter 6. It is possible that management will be compelled 
by such measures to introduce improvements more gradually in periods of 
prosperity when the union's bargaining power is strong. Such an entre- 
preneurial reaction would tend to diminish the excesses of the boom and 
to lengthen the prosperity phase of the cycle. On the other hand, man- 
agement may be encouraged to delay introduction of laborsaving im- 
provements until depression when the resistance of the union may be 
weakened. Employers in the women's garment industry, for example. 
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greatly extended use of pressing machines when the union was weakened 
during the depression. Such a policy is hardly to be condoned, yet to the 
extent that it augments the volume of capital expenditure in depression, 
it lessens the deflation of the period and sets the stage for an earlier re- 
sumption of business activity. 

There is, however, the basic difl&culty that the improvements which 
require the greatest outlay of capital funds and which consequently are 
most responsible for creating fluctuations in the rate of investment and 
employment are generally of such high laborsaving capacity that organ- 
ized labor is practically powerless to deal with them. This, for example, 
was the situation which faced the United Steelworkers when the continu- 
ous automatic strip mills were introduced in the steel industry. Never- 
theless, the efforts of organized labor to regulate the rate of introduction 
of machinery may be successful in producing a more orderly application 
of many minor improvements in technique which in toto constitute a 
substantial portion of investment expenditure over the cycle. 

QUESTIONS FOR DISCUSSION 

1. Discuss some of the effects which union organization may have upon the course 
of the business cycle. What is the significance of wage lag, and how do union 
contracts affect it ? 

2. Under what circumstances are wage reductions likely to be helpful in stimulat- 
ing recovery from depression ? 

3. *Under favorable circumstances, wage increases made at the bottom of the 
depression may result in an increase in employment.” Is this view inconsistent 
with the marginal-productivity theory.^ Discuss. 
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LABOR PRODUCTIVITY 
AND THE ANNUAL 
IMPROVEMENT FACTOR 


The standard of living of the American worker today is 
the highest in the world. He has reached this enviable position through 
continuous gains in real income over the years. Table 20 shows the index 

TABLE 20 

Index of Real and Money Wages, 1820-1953 
(1914 = 100) 


Year 

Index of Money 
Average Hourly 
Earnings 

Index of Real 
Average Hourly 
Earnings 

Year 

Index of Money 
Average Hourly 
Earnings 

Index of Real 
Average Hourly 
Earnings 

1820. . . . 

35 

41 

1910 . 

92 

100 

1830 

36 

51 

1920. . 

242 

128 

1840. ... 

40 

51 

1925. 

245 

140 

1850. ... 

42 

59 

1930.. 

248 

149 

I860. .. 

46 

57 

1935... 

247 

181 

1870 

82 

71 

1940... 

296 

212 

1880. . 

65 

77 

1945... 

459 

257 

1890 

73 

96 

1946... 

486 

251 

1900 

76 

101 

1953... 

757 

285 


Sources. Years 1820-1946 compiled by John T Dunlop from data of U S Bureau of Labor 
Statistics and A. H. Hansen, American Economic Review, Vol. XV (1925), pp 27-42, year 1953 
based on data cited in unpublished paper presented by Leo Wolman at December, 1953, meeting 
of American Economic Association Data for 1953 are not whoUy comparable with data for 
earlier years, since 1953 figures are based on manufacturing industries only. 


of real and money average hourly earnings for selected years, 1820-1953. 
The dramatic increase in the standard of living of American workers is 
clearly indicated by the third column, which shows the index of real 
average hourly earnings or, in other words, the index of money average 
hourly earnings corrected by the index of the cost of living. Since 1820 
the index of real average hourly earnings has increased sevenfold, and in 
1953 it stood at 2.8 times the figure for 1914. 

Real spendable weekly earnings — that is, gross money income less 
federal income taxes and social security deductions — ^have also risen 
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sharply since the pre-World War II period. (See Fig. 24.) It is evident 
from the foregoing statistics that despite the upward trend in prices in 
the last two decades, labor has been able to push up money wages at an 
even faster rate so that its real earnings have substantially improved. Real 
hourly earnings will undoubtedly continue to rise in the future. The 
gloomy prophets of socialism who prophesied an ever-shrinking standard 


FIGURE 24 

Weekly Earnings, Production Workers — ^Manufacturing, 1939-56 



Real spendable weekly earnings for a worker with three dependents have increased 
about 66% since 1939. These earnings represent gross income less federal income taxes and 
social security deductions, and have been adjusted to reflect consumer price changes during 
the period. The average family of four had a weekly spendable wage of over $71 in the first 
five months of 1956, compared with about $43 in 1939. 


Sources: Bureau of Labor Statistics; National Industrial Conference Board, Inc. 
Copyright, 1956, by The Conference Board, 460 Park Avenue, New York 22, N.Y. 
Reprinted from Road Maps of Industry, No 1076 (August 10, 1956) . 
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FIGURE 24 — Continued 


Year 


Annual Average 


Gross 

Weekly 

Earnings 

Net Spendable 
Earnings 

N.I.C.B, 

Consumer 

Price Index 
(1953=100) 

Real 

Net Spendable 
Earnings 

Worker and 

3 Dependents 

Worker and 

3 Dependents 


Current Dollars 


Constant 1953 Dollars 

1939 

23.86 

23.62 

55.0 

42.95 

1940 

25.20 

24.95 

55.4 

45.04 

1941 

29.58 

29.28 

58.3 

50.22 

1942 

36.65 

36.28 

64.5 

56:25 

1943 

43.14 

41.39 

68.2 

60.69 

1944 

46.08 

44.06 

69.1 

63.76 

1945 

44.39 

42.74 

70.2 

60.88 

1946 

43.82 

43.20 

74.9 

57.68 

1947 

49.97 

48.24 

84.7 

56.95 

1948 

54.14 

53.17 

90.1 

59.01 

1949 

54.92 

53.83 

88.8 

60.62 

1950 

59.33 

57.21 

90.0 

63.57 

1951 

64.71 

61.28 

97.0 

63.18 

1952 

67.97 

•63.62 

99.5 

63.94 

1953 

71.69 

66.58 

100.0 

66.58 

1954 

71.86 

66.78 

100.2 

66.65 

1955 

76.52 

70.45 

100.3 

70.24 

1956 (5 months). 

78.58 

72.09 

101.1 

71.31 


Note: Gross earnings include overtime pay, shift differentials, holiday, vacation and sick pay, regular 
production bonuses, etc., in addition to straight-time pay. Real net spendable earnings are ob- 
tained by deducting from gross earnings the federal social security and income taxes for which a 
worker with three dependents is liable and dividing by the Consumer Price Index, 


of living for the working class were clearly unaware of the industrial and 
economic advances which lay ahead of their little nineteenth-century 
world. 

The steady improvement in real earnings received by our working 
population has eased social tensions in this country and has created an 
atmosphere in which labor has been willing to be a partner in the capi- 
talistic system of production. If technological progress had been less 
rapid in this country so that there was little or no prospect held out to 
the average worker that his standard of living would improve over the 
years, American workers might not have remained satisfied with business 
unionism and might have been led to emulate British and European 
workers who have sought to improve their lot through state socialism, 
communism, or syndicalism. 
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FIGURE 25 

Real Wages and Output per Man-Hour 



1919 ’22 ’25 ’28 ’31 ’34 ’37 ’40 ’43 ’48 ’49 ’52 ’55 


Manufacturing industries, index numbers: 1935-39=100 

Sources. Bureau of Labor Statistics, Federal Reserve Board, National Industrial Conference Board. 


The continuous increase in real earnings o£ American labor has been 
made possible by the steady improvement in productivity o£ labor, which 
is usually reported in terms o£ ‘‘output per man-hour.'' Because o£ the 
close relationship between the two series, real average hourly earnings 
and output per man-hour tend to have roughly parallel trends over time. 
(See Fig. 25.) As we shall see in the subsequent discussion, the increase 
in man-hour output which has marked our economic development is 
actually the result o£ a multitude o£ £actors. 0£ major importance, how- 
ever, has been invention and improvement in technique. The average 
worker is better off today than his counterpart in 1900, primarily because 
o£ the increased efficiency o£ machine technology. In this chapter we shall 
consider what labor productivity means and how it comes about. We shall 
also weigh the pros and cons o£ alternative methods o£ distributing the 
gains o£ increased productivity which result £rom technological progress. 
Finally we shall examine the merits and shortcomings o£ the so-called 
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"'annual improvement factor'’ for labor which is playing an increasingly 
important role in union thinking and has already been incorporated in 
collective bargaining agreements covering several million workers. 

NATURE OF INCREASED PRODUCTIVITY 

Statistics are frequently cited of increases in "productivity of labor." 
This presentation tends to create the impression that in some way labor 
is responsible for the increased output and so is entitled to a lion’s share 
of the gains deriving from increased productivity. Actually, productivity 
could just as easily be stated in terms of any other factor used in produc- 
tion, such as dollar of capital invested. Productivity is simply a ratio 
between output measured in specific units and any input factor, also 
measured in specific units. For example, most drivers are concerned 
with the number of miles per gallon they get from their automobiles. 
This is a simple illustration of output — in this case mileage — measured 
in terms of specific input — in this case gasoline. The same output could 
be measured in terms of input of tires, or battery, or of any of the 
many materials and factors which jointly are responsible for the final 
output of pleasurable driving. 

Aggregate output in our economy is the result of the joint productive 
efforts of many groups — of management, of the persons who contribute 
capital, and of workers. As a matter of convenience, however, it has be- 
come customary to measure changes in total output in terms of changes 
in the number of man-hours utilized in its production. The resultant 
figure of output per man-hour is used as an index of productivity in our 
economy. The figure is, of course, only approximate. It is apparent that 
total output in a complex economy such as ours is not easily measured. 
The statistics themselves are inadequate, and the conceptual problems of 
measurement are substantial. While estimates of the annual rise in man- 
hour output differ, the figure usually cited is between 2 and 3 per cent 
per year. Figure 25 shows graphically the sharp upward trend in man- 
hour output from 1919 to 1955. 

Factors Affecting Productivity 

Contrary to popular conception, productivity does not depend pri- 
marily on human effort. In fact, human effort is relatively insignificant 
in the total productivity picture. The main reason for increased pro- 
ductivity is the increased efficiency of machine technology. Not only is the 
machinery which a worker uses today far more efficient than the ma- 
chinery in use 50 or 100 years ago but also the amount of capital used 
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per worker has increased tremendously over the years. Capital per worker 
in manufacturing rose from $557 per worker in 1850^ to nearly $14,000 
in 1956.^ At the same time, there has been a prodigious expansion in the 
input and effective use of electrical energy. 

Changes in man-hour output depend largely on changes in pro- 
ductivity of individual establishments. They also reflect, however, shifts 
in the relative proportion of output produced in plants at different levels 
of efficiency, on shifts in the relative importance of industries, and on 
changes in the amount of materials, including component parts and pur- 
chased services used. For example, the shift from agriculture to manu- 
facturing, where 'Value added” per man-hour is high, has tended to raise 
the level of national productivity as measured by statistical series, quite 
apart from the real gains in manufacturing productivity itself. Similarly, 
within the manufacturing group, the shift of employment to durable 
goods manufacture has represented a shift of both employment and out- 
put toward industries of higher-than-average productivity.^ 

From the short-run point of view, year-to-year changes in pro- 
ductivity statistics may be attributable to a variety of factors, some of 
which are nonrecurrent and arise outside the productive apparatus itself. 
For example, output per man-hour will reflect the influence of such factors 
as weather, taxes, soil conditions, policies of government with respect 
to competition and monopoly, and related circumstances. 

In the short run, productivity may also be aflPected by the intensity of 
labor utilization. Some economists have distinguished between what they 
call 'Volume productivity” and "real productivity.” The former is simply 
a consequence of the law of fixed costs. As output increases, unit costs 
decrease within certain limits, but when output diminishes, unit costs will 
rise again. Thus, the increased "efficiency” accompanying the larger out- 
put is temporary. There has been no permanent change in the productivity 
of labor. The latter type of productivity, however, refers to a basic and 
permanent change in the volume of output which can be obtained by use 
of a given amount of labor. Changes in "real productivity” are primarily 
attributable to invention and to changes in the organization of the factors 
of production. Unlike volume productivity, improvement in real pro- 
ductivity may actually be greatest in times of business recession when 
output is falling. While in theory it is possible to distinguish between 

1 W. I. King, T^e Keys to Fr asperity (New York: Constitution and Free Enterprise 
Foundation Publishers, 1948), p. 78. 

2 National Industrial Conference Board, Inc., Business Record, November, 1956, p. 

478. 

3 National Industrial Conference Board, Inc., Business Record, June, 1956, p. 204. 
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real productivity and volume productivity, in practice, statistics showing 
changes in man-hour output will reflect a mixture of the two. 

Variations in Productivity 

Because of the multitude of diverse factors which affect the growth 
of man-hour output, the historical trend of real output per man-hour is 
irregular. Table 21 shows how the percentage growth in man-hour out- 
put has varied at different periods in our economic growth. The sharp 

TABLE 21 

Average Annual Percentage Gain in Real Output per Man-Hour 
FOR Selected Periods, 1909-53 


Decade Average Annual Gain 

1909-18 0.5% 

1914-23 1.9 

1919-28 2.7 

1924-33 0 2 

1929-38 2.4 

1934-43 3.4 

1939-48 2.1 

1944-53 2.3 


Source: National Industrial Conference Board, Inc., Management Record, June, 1956, p. 204. 

gain in productivity from 1934-43 probably reflects in large part an im- 
provement in volume productivity as production in individual firms re- 
covered from depression lows. 

Productivity gains vary from industry to industry. While the long- 
term rate of growth in real output per man-hour has averaged about 2 
per cent per year for the private economy as a whole, increases in manu- 
facturing, mining, and transportation have ranged from 2 to 3 per cent, 
while communications and public utilities have averaged about 4 per 
cent; agriculture and trade, by contrast, have gained only about 1% per 
cent per year.^ 

The fact that a particular industry may show, say, a 2 per cent im- 
provement in man-hour output does not mean that all firms in the industry 
fare alike. The trend in the individual firm will be affected by the level 
of output, the extent to which the latest mechanical improvements are 
utili 2 ed, the caliber of management, the diversity of products produced 
by the firm, and similar factors. 

LABOR PRODUCTIVITY: HERE AND ABROAD 

Figure 26 shows labor productivity performance for some of the 
leading countries of the world based upon 1950 figures.® These figures 

4 National Industrial Conference Board, Inc., Management Record, June, 195(5, p. 205. 

5 Business Week, November 7, 1953, p. 168, based on data supplied by Stanford Re- 
search Institute. 
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FIGURE 26 

Worker Productivity. Here and Abroad 



* The productivity comparison was worked out by analyzing the manufacturing value added to 
each country’s product — roughly, the value of sales less cost of materials, supplies, fuel, and purchasing 
energy — in terms of U.S. dollars. 

Data: Stanford Research Institute. Reprinted from Business Week, November 7, 1953, p. 168. 


suggest that American labor is more productive than labor in any other 
country, and that even in our neighboring country, Canada, manufactur- 
ing productivity per unit of labor is only about four fifths that of the 
United States. Based on these statistics it would appear that the average 
American worker turns out about three times as much per year as a 
worker in Europe and is also paid on the average about three times as 
much in terms of American dollars.® 

However, statistics of relative productivity among various countries 
must be used and interpreted with caution. As has already been men- 
tioned, even in this country the determination of output per man-hour 
using a combined product of many diverse industries is subject to many 
pitfalls. When a comparison is made with other countries, errors can be 
magnified through inadequate sampling, improper conversion of values 
on the basis of exchange rates, and other shortcomings in statistical tech- 
nique. Thus while most surveys indicate that American labor is the most 
productive, there would be little agreement among various studies as to 
the precise degree of superiority enjoyed by the American worker. 

^Ibsd., p. 168 . 
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What is the reason for the greater productivity of American work- 
ers ? For many years it was believed that the advantage of the American 
worker lay in the greater amount of capital per worker used in produc- 
tion, reflecting the high degree of mechani2ation in American industry. 
Undoubtedly this is an important factor. For example, a recent survey'^ 
of American and French shoe plants found that productivity in the Ameri- 
can plants was more than twice that of the French plants and that the 
American plants performed more operations by machine. This survey 
also revealed that the shoe industry is more highly speciali2ed in this 
country than abroad, and this fact too makes possible more production 
per man-hour in American plants. For example, in this country there is a 
highly developed shoe findings industry which manufactures shanks, box 
toes, cut soles, and other accessories and sells them to shoe manufacturing 
companies who incorporate them in the finished shoe. In France, on the 
other hand, this degree of speciali2ation has not been achieved, and most 
of these parts have to be made in the shoe plant, with a consequent re- 
duction of efficiency. 

The greater productivity of American labor is, however, attributable 
to more than a mere advantage in speciali2ation of industry or greater 
capital per worker. Two recent surveys have reported interesting data 
on this point. Professor Wassily Leontieff of Harvard University has 
recently advanced the idea that superior management plus the climate of 
our production-oriented society is the key to the high productivity of the 
American worker. He calls attention to recent studies of the productivity 
of Puerto Rican needleworkers, whose output has risen substantially 
when they were moved from San Juan, Puerto Rico to New York, al- 
though they used the same machinery in both locations. 

A recent survey conducted by the Stanford Research Institute also 
found differences in productivity between plants here and abroad which 
could not be explained by differences in the amount of capital per 
worker. For example, "where identical capital equipment was used in 
the United States and abroad . . . typically the foreign plant was found 
to employ two or three times as many employees as the American plant 
in attaining the same output.'’^ 

It is apparent that the high productivity of American workers is 
attributable to a complex of factors: the high degree of mechani2ation 
and speciali2ation in our industry, the capable management, the tech- 
nically trained workers, the efficiency-minded society in which we live, 

’^Monthly Labor Review, VoL LXXVI, No. 7 (July, 1953), p. 727. 

® Report of Stanford Research Institute cited in Business Week, November 7, 1953, 

p. 168. 
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and union organizations which, much more so than their European coun- 
terparts, are conscious that the well-being of labor depends upon efficient 
production. 

ALTERNATIVE MEANS OF DISTRIBUTING PRODUCTIVITY 
BENEFITS 

Should the gains of increasing productivity be distributed through 
falling prices or rising money wages ? On the whole, reduction in com- 
modity prices would seem by all odds to be the fairest method of dis- 
tributing the benefits of increasing productivity. In large measure, the 
increasing productivity of labor reflects the combined efforts of the 
whole community — of savers who contribute the capital equipment; of 
scientists who pioneer new methods; of entrepreneurs who combine the 
factors into new and more efficient working teams; and of workers who 
contribute the skill and brawn to make the technological advances a 
physical reality. Therefore, if these groups are all to be treated equitably, 
the increase in productivity representing their joint efforts should be re- 
flected in falling prices, since only in this way can all groups share alike. 

Does labor as a group have any special claim to the gains of tech- 
nological advance that its needs should be given precedence over those 
of the rest of the community.^ Labor, as a group, may bear the major 
share of the inconveniences and dislocations produced by technological 
change so that a preferential right to the benefits might be claimed as 
compensation. But the falsity of this proposition lies in the fact that the 
particular workers who would get preferential treatment would be those 
who remain employed at the higher wages, while the ones who actually 
suffer the '‘inconveniences and dislocations” would find that the buying 
power of their relief checks would be reduced by the preferential treat- 
ment accorded their more fortunate employed brethren. Moreover, labor 
is not the only group affected by the incidence of technological change. 
Innovation in one firm may produce bankruptcy in competitors, com- 
pelling entrepreneurs to move to other areas to seek new positions. 
Similarly, stockholders and bondholders may suffer losses as a result of 
improved processes in competing firms. Are savers and entrepreneurs also 
entitled to compensation for the dislocations caused by technological 
change 1 

While it is difficult to prove that labor has any special right to the 
gains of productivity, some defense of distribution in the form of higher 
money wages is possible on the ground that unless this method is adopted, 
the full potentialities of technological progress will not be realized. 
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Some economists believe that the greatest stimulus is afforded to new 
investment, and adjustment to technological progress is facilitated when 
the price level remains relatively stable. Such stability of prices could 
be achieved by raising money wages as productivity increases. The al- 
ternative of a falling price level reflecting the reduction in costs of opera- 
tion due to technological progress has, as we have seen, the advantage 
of distributing the gains of increased productivity to all groups in the 
community, but at the same time the reduction in prices may discourage 
investment and result in unemployment in the labor market. Actually, 
when the problem of distributing the gains of increased productivity is 
viewed as part of the larger problem of maintaining full employment, 
there may not be a 'Test way’* of distributing the gains of technological 
progress. The effect of reduction in prices or rising money wages will 
depend upon the stage of the business cycle, businessmen’s anticipations, 
and other circumstances which vary from time to time. 

HOW GAINS OF INCREASING PRODUCTIVITY HAVE BEEN 
DISTRIBUTED 

Over the last 100 years, the typical adjustment of the American 
economy to technological advance reflected in rising man-hour output 
has been in the form of rising money wages rather than through a falling 
price level. No other price series has risen as rapidly as hourly earnings 
of labor. In recent years, the rise in money wages has been particularly 
marked. In contrast to the period of the 1920’s when hourly earnings were 
relatively stable, hourly earnings in manufacturing rose from a low of 
44 cents in 1933 to $2.08 in July, 1957.^ 

Constancy of Labor's Relative Share in National Income 

Has the rise in price of labor given labor as a group a larger share 
than other groups in increasing national income ? The answer would ap- 
pear to be in the negative. The percentage of national income going 
to labor has remained relatively constant over a long period of years, 
except in periods of deep depression. (See Table 22 and Fig. 27.) More- 
over, some investigations suggest that labor’s share of income, industry 
by industry, has fared no more favorably in unionized industries than in 
nonunion industries. This statistical record has led some economists to 
conclude that for the material prosperity of labor as a whole it makes no 
great difference whether money wages rise swiftly or slowly, or whether 

^ Daily Labor Report, August 19, 1957, p. 16. 
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labor is organized or unorganized;^® for without regard to these factors 
labor seems to receive a fairly constant proportion of any increase in 
national income. This statement undoubtedly embodies an important 
truth, but it is subject to some qualification. It should be remembered 
that a constant share of labor in national income payments actually indi- 
cates that labor is gaining materially relative to other groups, for no 
group achieved greater leisure time than labor has in the last 50 years. 
It is possible that union organization may be effective in accelerating 
the rate at which increasing productivity is converted into leisure, as 
well as in securing for employees various benefits such as paid vacations 
which are not fully reflected in statistics of national income payments. 

TABLE 22 

Employee Compensation and National Income 
Selected Years, 1929-55 
(In Billions) 


Year 

Total Wages 
AND Salaries 

Employer 
Contributions 
TO Social 
Security and 
Other Labor 
Income 

Total 

Compensation 
OF Employees 

Pfrcentagb of National Income 

Total Wages 
and Salaries 

Total 

Compensation 
of Employees 

1929 

50.4 

0.7 

51.1 

57.4 

58.2 

1933 

29.0 

0 5 

29.5 

72.2 

73.6 

1939 

45 9 

2.2 

48.1 

63.1 

66.1 

1941 

62.1 

2.7 

64.8 

59 3 

61.9 

1945 

117.6 

5.6 

123.2 

64.9 

68.0 

1946 

111.8 

5.9 

117.7 

62.3 

65.5 

1950 

146.5 

7.8 

154.3 

61.1 

64.3 

1955 

203.9 

12.4 

216 3 

64.5 

68.4 


Source: 'Economic Almanac for 1956 (New York: National Industrial Conference Board, Inc, 1956), 
pp. 426-27. 


If the relative constancy in the share of the national product going 
to labor continues in the future, the real bargaining over shares in the 
gains of technological progress will be between unions and unions, 
rather than between labor and other income groups. Through the media 
of employers, unions will bargain with one another over division of the 
60 per cent or more of the national income which goes to employees. 
Strong unions will impose wage rates and terms of employment which 
will compel employers to charge relatively high prices which everybody 
including the members of weak unions and their families will have to 

This view was expounded, for example, by E. W. Taussig, "The Opposition of 
Interest Between Employer and Employee: Difficulties and Remedies," Werthetm Lectures 
on Industrial Relations (Cambridge, Mass.: Harvard University Press, 1929), p. 222. 
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FIGURE 27 


Labor and Property Shares, 1929-56 
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pay.^^ Members of strong unions will therefore increase their real incomes 
at the expense of members of weak unions. 

S. H. Slichter, The Challenge of Industrial Relations (Ithaca, N.Y.: Cornell Uni- 
versity Press, 1947), pp. 75-76. 
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THE ANNUAL IMPROVEMENT FACTOR FOR LABOR 

In 1948 a new concept — ^the annual improvement factor — made its 
appearance in the field of American labor relations. The annual improve- 
ment factor was included in the 1948 contract between General Motors 
Corporation and the United Automobile Workers’ Union and was set at 
3 cents an hour. Management and labor in effect agreed that labor was 
entitled to receive a wage increase of this amount because of an assumed 
gain in productivity of labor during the year. The standard applied was 
the average rate of increase in productivity over the economy as a whole 
as indicated by statistical investigations based upon past years. 

In 1950 the same parties executed an unprecedented 5-year contract 
and raised the level of the improvement factor to 4 cents an hour for 
each year during the life of the contract. In 1953, as a result of Walter 
Reuther’s “living document’’ theory, the 4 cents was changed to 5. Then, 
in the 3-year contract executed in 1955, the improvement factor was con- 
verted to 2 14 per cent with a minimum increase of 6 cents per hour. In 
1950 the 4 cents an hour increase amounted to an annual increment equal 
to about 2 14 per cent of the average base rate in this company. As stated 
by Charles E. Wilson, then President of the General Motors Corporation, 
“The annual improvement factor is designed to improve the buying 
power of an hour’s work so that over a period of years employees would 
be assured of an ever-improving standard of living.” 

The annual improvement factor will undoubtedly gain in impor- 
tance in years to come as an objective of imion bargaining. It is, on its 
face, a relatively simple concept with an appealing logic to it which makes 
it an excellent bargaining tool for union leaders. In times of relative 
stability in prices, when the rising cost of living cannot be pointed to 
as a reason for wage increases, the argument that labor should get an 
annual improvement factor will undoubtedly find strong support in labor 
circles. The annual improvement factor is a convenient rationalization for 
labor’s demand for continuing improvement in the level of compensa- 
tion. It is significant that in 1957 about 5 million workers were covered by 
contracts extending for more than a year and providing for automatic 
wage adjustments during the term of the contract. 

Arguments Advanced for the Improvement Factor 

What are the arguments advanced by proponents of the annual im- 
provement factor ? Union spokesmen contend that the annual improve- 



LABOR PRODUCTIVITY • 451 

ment factor is necessary in order to insure that labor will share in the 
gains of increasing productivity and that consumers will have adequate 
funds to purchase the increase in output made possible by our advancing 
technology. The first contention is refuted by the facts of history; real 
wages have continually advanced without a specific improvement factor 
being incorporated in union contracts. The second contention embodies 
the so-called underconsumptionist view which gained many adherents, 
particularly among the ranks of labor, during the Great Depression of 
the 1930's. This view erroneously identifies wages and purchasing power, 
and it assumes that unless wages are continually increased a gap will 
develop in the flow of funds which will make it impossible for consumers 
to carry off the flood of products produced by our factories and fields. 
Wages are, of course, only a portion of the income stream. In 1955, wages 
and salaries constituted only 64.5 per cent of total national income. 
(See Table 22.) 

The fact is that all costs, whether they represent payment for new 
plant or for labor, ultimately become disposable income for someone so 
that there is at all times a sufficient amount of purchasing power con- 
tinually being put into the income stream to make possible the purchase 
of current output at prices covering the total costs of production. If 
technological progress makes possible the production of a larger total 
volume of goods, they need not be sold at former prices since the lower 
level of costs attributable to technological advances makes possible a re- 
duction in prices without loss to producers. 

An argument in support of the annual improvement factor which 
rests on stronger ground is based on recognition of the rigidities in our 
economic system. This argument goes as follows: the gains of increasing 
productivity can be passed on through a fall in prices while money wages 
remain constant or by a rise in money wages while prices remain constant. 
The first method may be more equitable to all groups in our society, but 
it is likely to have a depressing effect upon businessmen’s anticipations of 
profits and so may discourage new investment. Conditions favorable to 
investment and employment in our present-day economy can best be 
fostered by a slowly rising money wage level and relative stability in 
prices. The annual improvement factor, assuming that it is set at a reason- 
able level, would tend to produce such stability in prices and would at the 
same time give labor a sense of actively improving its lot so that frictions 
between labor and management would be minimized. 

This school of thought has prominent adherents, and the viewpoint 
has considerable merit. However, many economists who favor the alterna- 
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tive of rising money wages and stable prices^^ as a means of distributing 
the gains of increasing productivity would not support the annual im- 
provement factor if its adoption generally were to have an actual in- 
flationary effect so that prices would rise continuously. The possibility 
that adoption of the improvement factor by industry at large may create 
such inflation will be examined in the following discussion. 

Arguments Advanced against the Improvement Factor 

Despite the acceptance of the principle of the annual improvement 
factor by some companies in the automobile industry, most employers 
in industry at large are opposed to a commitment which would gear the 
wage levels in their individual businesses to an assumed average rate of 
increasing productivity over the economy as a whole. National real output 
per man-hour over the economy as a whole has increased on the average 
over a long period of years at a rate in the neighborhood of 2 per cent 
per annum. In manufacturing industry — and in the automobile industry 
in particular — the rate has probably been substantially higher. Employers 
in the automobile industry, therefore, in agreeing to annual wage in- 
creases in an amount equal to about 2% per cent of the average basic 
hourly wage rate, have taken a figure which may still leave some room for 
reduction of costs as a result of the rapid pace of technological progress 
in those firms. 

Employers in other lines of business, however, are less optimistic 
concerning the rate of increase in man-hour production in their lines of 
business. They believe that it is uneconomic to relate their wage levels to 
general changes in productivity and prefer to base wage increases on 
incentive systems geared to the productivity of particular employees or 
the productivity experience of the particular firm. Furthermore, em- 
ployers do not believe it is practical to reduce wage determination to a 
simple fixed formula. Increasing productivity, they argue, may perhaps 
be one of the factors entitled to consideration in wage negotiations, but 
it should not be the sole criterion. For example, particular firms may 
from time to time experience sharp competition which requires price cuts 
in order to preserve the position of the firm in the market. In such cases, 
even if productivity has shown a marked gain, it may be necessary for the 

12 In a symposium of economists on postwar adjustments, Professors H. S. Ellis and 
A. Hansen advocated maintenance of a stable price level with all of the increase in average 
productivity translated into higher wage rates. Professor J. H. Williams, on the other hand, 
advocated that benefits of productivity be distributed only in part through higher wages, the 
rest in lower prices. See Paul T. Homan and Fritz Machlup (eds.). Financing Amertcan 
Prosperity (New York* Twentieth Century Fund, Inc., 1945), p. 432. 
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firm to pass on such gains in the form of lower prices to consumers 
rather than in the form of an annual improvement factor to labor. 

Employers also contend that an annual improvement factor would 
not be practical in periods of declining business activity. On this point, 
they encounter sharp disagreement from labor spokesmen. The latter 
argue that if purchasing power were maintained during such periods by 
means of an annual improvement factor, business recessions would be less 
severe, and the cumulative process of deflation would be be curbed in its 
inception. Management, however, maintains that the only way output and 
employment can be maintained in such periods is by reducing prices and 
contends that a commitment to make annual wage boosts based on as- 
sumed productivity changes would deprive management of the flexibility 
in wage and price policies which it needs most at such times. 

Shortcomings of the Improvement Factor 

The economist views the annual improvement factor with mixed 
emotions. It is in a sense his offspring, for it was the investigations and 
writings of economists which have popularized the notion that produc- 
tivity increases at an annual rate of about 2 per cent. Economists recog- 
nize, however, that we know very little about productivity changes, and 
therefore there is some feeling that it is a bit premature to elevate our 
rough estimates of productivity to an automatic formula for wage ad- 
justments. The fact is that our statistics are based only upon crude esti- 
mates. One well-known expert in the field of productivity statistics states 
the problem as follows: 

Consider the apparently accepted measure of long-run average increase in 
national real output per man-hour of 1.9 or 2.0 per cent per annum, the basis of 
the GM-UAW settlement. Such a figure can be derived only from deflated national 
income series that are rough approximations prior to 1919, if not 1929; rough esti- 
mates of employment that are based on incomplete payroll statistics with gaps 
filled in from the Censuses of Occupations adjusted for unemployment; and very 
crude estimates of change in the length of the work week. No one familiar with 
the basic data and their limitations would call the final estimate precise. 

Moreover, such figures as we do have indicate that productivity 
changes are very irregular from year to year so that the "'average” rate 
which is the basis for the improvement factor in most contracts is apt 
to be misleading. For example, there is evidence of a cyclical variation 
in productivity with man-hour output increasing more rapidly in periods 

13 Solomon Fabricant, "Of Productivity Statistics: An Admonition,” Review of Eco- 
nomics and Statistics, Vol. XXXIV, p. 309- 
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o£ cyclical expansion than in times of recession. Averages based upon 
annual data for ten peacetime cycles (war periods omitted) indicate that 
in periods of expansion output per man-hour has grown at about three 
times the rate prevailing in periods of contraction.^^ Furthermore, in some 
years, man-hour output actually registers a decline. Statistical studies sug- 
gest that this was true of 1915, 1917, 1920, 1930, 1932, 1933, 1946, and 
1947.^^ Moreover, we have no way of knowing whether or not produc- 
tivity will continue to register the same rate of increase in the future. As 
will be pointed out in Chapter 16, union organization itself may either 
accelerate or retard the tempo of technological progress. In the light of 
all these uncertainties concerning the rate of annual improvement in 
man-hour output, it is understandable why some economists are somewhat 
skeptical concerning the desirability at this time of incorporating in labor 
contracts a formula for annual wage adjustments based upon assumed 
increases in productivity. 

Effect of Improvement Factor on Wage Movements 

The annual improvement factor, if adopted generally by industry, 
will tend to accelerate the trend toward uniformity in wage movements 
over the economy as a whole. Such a trend is probably undesirable from 
the point of view of achieving the optimum distribution of resources. At 
all times there are certain firms and industries which are contracting and 
certain firms and industries which are expanding in response to changing 
consumer demands. General wage adjustments of a uniform amount 
tend to attach an unduly large amount of labor to declining industries 
and make it more difficult for expanding industries to obtain labor. 

If uniform increases over the whole economy based upon an aver- 
age rate of improvement in productivity are undesirable, what can be 
said of wage adjustments which would vary depending upon the increase 
in productivity in particular firms ? Above-average increases in produc- 
tivity are frequently achieved in expanding firms. Higher than average 
wage rates in such firms are desirable to attract additional labor. On the 
other hand, it can be argued that the workers who happen to be for- 
tunate enough to be employed in these particular firms should not be 
the sole beneficiaries of the improvement in productivity. Furthermore, 
unusual advances in productivity are sometimes also achieved in firms 
which are losing sales and must apply laborsaving improvements to stay 

Frederick C. Mills, *‘The Role of Productivity in Econoraic Growth,” American 
Economic Review, Vol. XLII, No. 2 (May, 1952), p. 547. 

Jules Backman, “The Economics of Annual Improvement Factor Wage Increases,” 
New York University Business Series No. 10, June, 1952, p. 70. 
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in business. In such cases, it would be undesirable to have the firm paying 
above average rates. 

Wage Policy and Productivity Changes 

General wage increases should be made of an amount somewhat less 
than the average increase in productivity. In so far as increasing pro- 
ductivity is associated with increasing production and increased demand 
for labor, the industries showing the largest increases in productivity 
should have the highest wage increase. However, wages in these expand- 
ing industries should exceed wages for comparable occupations in other 
industries only by the minimum necessary to attract labor in the needed 
amounts. On the other hand, in industries in which output and demand 
for labor are declining, the increase in wage rates should be less than the 
average so that workers will be encouraged to move to other occupations. 
Although the increase in the general level of wages should reflect the 
average increase in productivity, the change in particular industries 
should be in accord with changing conditions of demand for labor rather 
than with trends in productivity alone. Since a high rate of technological 
progress is often found in expanding industries, a policy of converting 
this high rate of productivity into wage increases would retard the 
expansion of such industries and therefore limit employment oppor- 
tunities in the economy as a whole. It has therefore been urged that wages 
should be raised at the pacej but not at the p/ace^ at which technological 
progress occurs. 

THE LABOR DILEMMA 

If labor, as a group, were to receive the entire benefit of annual gains 
in productivity, real wages would rise only 2-3 per cent per year. Should 
unions seek to raise money wages by more than 3 per cent per year, the 
amount of the increase in excess of 3 per cent would tend to be reflected 
in a rise in general prices. In other words, given a normal rate of 
technological progress, a stable price level can be maintained only if 
unions content themselves with annual increases in money wage rates not 
in excess of the rate of increase in man-hour output. Such increases in 
money wage rates would average 3-4 cents per hour. The wage increases 
in the news indicate clearly that unions have set their wage goals con- 
siderably higher. For some time now, wages have been rising faster than 
the productivity of labor. Between 1953 and 1956, for example, output 
per man-hour in manufacturing went up about 7.7 per cent, but average 
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hourly earnings increased 11.8 per cent, and there were additional in- 
creases in fringe benefits.^® 

Improvement Factor and Inflation 

The annual improvement factor contained in the UAW-General 
Motors contract is 6 cents per annum. It can be readily seen, therefore, 
that if this factor were to be accepted generally by industry and incorpo- 
rated in union contracts, labor would in effect receive practically all of 
the gains of increasing productivity through annual advancement in 
hourly earnings. The danger inherent in the annual improvement factor, 
however, is that by reason of its very rationale it is likely to become a 
floor under annual wage adjustments. Union leaders will come to expect 
this amount of increase and then will set out to get something extra on 
top of it. Since the improvement factor is supposed to be paid out of 
increasing productivity, employees will be led to believe that it does not 
cost the employer anything, with the result that union leaders will find 
strong support among their membership for extras in the pay envelope 
in addition to the improvement factor. Since unionism is by its very nature 
a dynamic institution, there is some doubt whether its leadership could 
retain the allegiance and support of union members if it were to leave 
the future trend of wages to an automatic and impersonal formula 
geared to the average rate of increase in productivity. Just as union 
leaders have found long-term contracts dangerous to maintenance of their 
leadership, so it seems likely they will find it necessary to ‘‘do better'* than 
the formula, once the annual improvement factor becomes an accepted 
fact in industrial relations. 

On the whole, therefore, the annual improvement factor, though 
theoretically geared to productivity changes, must, from the practical 
point of view, be placed in the category of union demands which tend 
to create wage adjustments in excess of the rate of increasing produc- 
tivity. Such union policy would make continuing inflation a real possi- 
bility. The rise in prices which would result from wage adjustments in 
excess of, say, 3 per cent per year would not only endanger the value of 
savings but also would produce a continuing decline in the standard of 
living for fixed income groups. These two consequences are packed with 
political dynamite, for the future of a free labor movement depends upon 
the stability and security of the middle class. Should this class conclude 
that labor unions are endangering its standard of living and security by 
producing an upward wage-price spiral, it might be led to sponsor and 

S. H. Slichter, ''Current Business Trends and the Wage Outlook/' Tl^e Commercial 
and Financial Chronicle, March 7, 1957. 
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support restrictive measures which would spell the end of the free labor 
market as we know it. 

Alternatives to Inflation 

An uncontrolled price level, therefore, threatens serious dislocations 
in our economic system as well as in the alignments of various sociopolit- 
ical groups. But the alternatives are equally unwelcome. To attempt to 
maintain a stable price level by means of price controls while leaving 
wage levels uncontrolled would produce unemployment as a result of 
the pressure of rising costs against a fixed price level. And to attempt to 
control labor, by dictating wage rates through government decree, would 
run counter to our democratic principles, at least in a nation which is at 
peace. 

Thus, the United States faces a dilemma, the solution to which 
may have repercussions of international scope. There are three objectives 
which we, as a nation, prize: full employment, price stability, and a free 
labor market. The first is of obvious importance. The future of Europe 
and the continuance of democratic capitalism all over the world may 
well depend upon the success of this nation in warding off another de- 
cline of the nature of the 1933 debacle. The importance of price stability 
has already been examined. This objective too has international implica- 
tions, since rising domestic prices make it increasingly difficult for foreign 
countries to buy our products and therefore may necessitate expanding 
loans on our part in order to finance these purchases by foreign nations. 
The result may be the building up of a situation — closely paralleling the 
state of affairs existing in 1929 — in which a contraction of credit in the 
United States will bring down the whole world structure of trade. 

The third objective is in many respects the epitome of democracy. 
A free labor market is inextricably associated with our notion of economic 
democracy, and furthermore, as a practical matter, we must recognize 
that enforcing wage controls in peacetime in a democracy is politically 
unfeasible. 

Here then are three economic objectives, each of which is important 
and perhaps essential to the continuation of economic and political de- 
mocracy in this country. Yet circumstances have so developed that we 
cannot achieve all three of these objectives. If we desire price stability 
and full employment, we cannot permit wage rates to rise without limit. 
If we desire full employment and a free labor market, we must sacrifice 
price stability. If we desire price stability and a free labor market, we 
must sacrifice full employment. > 

Thus a choice must be made. We must seize one horn of the di- 
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lemma. Yet whichever means we take, we run a serious risk to our demo- 
cratic way of life. Political expediency will probably lead us to give up 
price stability in order that full employment and a free labor market be 
preserved. It may well be that a rising price level is even desirable from 
the point of view of stimulating investment and employment. But the 
dangers inherent in a prolonged rise in prices are equally apparent. Much, 
of course, will depend upon the rate of climb in prices. This, in turn, 
will depend in large part upon the si2e of union wage demands. In the 
last analysis, the stability of capitalism and the continuance of our demo- 
cratic way of life may hinge upon the restraint with which union leaders 
wield the great power which they now hold over wages and, indirectly, 
over commodity prices. 


QUESTIONS FOR DISCUSSION 

1. How have the gains of increased productivity been distributed over the last 100 
years ? From the point of view of achieving maximum employment in our econ- 
omy, what is the best method of distributing such gains ? 

2. What is meant by 'labor productivity'’ ? How does this concept differ, if at all, 
from labor efficiency? 

3. Discuss the merits and shortcomings of the annual improvement factor. 
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UNIONS AND INDUSTRIAL 
EFFICIENCY 


We have already observed in previous chapters that union 
wage pressure may produce a continuing inflation in prices unless the 
pace of technological progress and improvement in efficiency of industry 
is sufficiently rapid to offset the rise in labor costs resulting from wage 
demands. Thus the very stability of our economy and the preservation of 
our free economic institutions may depend in large extent upon our abil- 
ity as a nation to stimulate progress in technique and eliminate waste in 
industry. 

Despite the fact that we have the most efficient industrial apparatus 
in the world, there is still a large amount of waste and inefficiency in our 
plants and establishments. Workers will talk and laugh about the way 
Joe Jones spent an hour looking for a wrench or how the old lathe at the 
plant keeps breaking down. These inefficiencies — and others less obvious 
— are the result of inadequate supervision, antiquated machinery, poor 
production methods, and unsatisfactory use of manpower. The most pro- 
gressive plants gradually eliminate such inefiiciencies, only to have new 
ones take their place, while in firms where management is less alert and 
capable, waste and inefficiency accumulate. Yet such firms may survive 
under such conditions for years, protected from the full rigors of com- 
petition by a patent, trade-mark, or monopolistic position. 

What can be done to improve the efficiency of industry ? What im- 
pact are unions likely to have on industrial efficiency in the future ? Does 
wage pressure stimulate introduction of machinery ? These are the ques- 
tions to which we shall address our attention in this chapter. 

THE HUA\AN FACTOR IN EFFICIENCY 

''Of all the factors that make for efficiency or inefficiency in pro- 
duction, the human factor easily ranks first.’’^ Labor is, after all, the 

1 Peter Drucker, "The Human Factor in Mass Production,” in American Management 
Association Production Series No. 175, Labor Management Coopeiation for Intreased Pro- 
ductwhy (New York, 1948), p. 41. 
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primary factor of production even in our machine society. The crucial 
problem of our times is to use labor most advantageously, having regard 
not only for the needs of productive efficiency but also the needs of the 
worker as an individual. 

In recent years there has been increasing attention by personnel men 
and production engineers to the psychology of the individual worker. 
This has manifested itself in a variety of interesting forms. For example, 
pullman cars on the railroad now carry on each car a name plate giving 
the name of the porter in charge of the car. This simple move has a sound 
psychological basis. The porter is no longer just another nameless em- 
ployee who shines shoes and makes up berths. He is John Smith. His job 
has been given new dignity and individual importance. 

Another manifestation of the recognition that individual human 
needs affect efficiency has taken the form of studies made of the effect of 
physical surroundings on individual workers. The interiors of many in- 
dustrial plants are being painted in soft colors; other plants are installing 
soft music; others are experimenting with new types of lighting. This 
does not mean that industry is becoming soft or that employees are being 
pampered. Rather it is part of the transition from the machine age to the 
human age. It reflects an effort on the part of management to combine 
mass-production methods geared to the machine with personnel policies 
and techniques aimed at the individual worker. 

The greatest changes are yet to come. They may well involve a 
fundamental reappraisal of the theory of our mass-production system. 
Mass production is based on the division of work into simple components 
so that work can be subdivided minutely, and each worker doing a simple 
job can become highly adept at it. This is sound engineering — it lends 
itself to the use of machinery, conveyor belts, and the other devices which 
are common in modern factories. 

However, the mass-production principle as it is applied today actu- 
ally involves poor human engineering. A worker is not a single-purpose 
tool. On the contrary, the human brain enables a man even of below 
normal intelligence to do a number of operations at one and the same 
time. Man can co-ordinate and integrate actions. But many of our sub- 
divided assembly lines do not take advantage of this faculty and utilize 
workers as mere automatons. Such **use of the human tool for one re- 
petitive motion is likely to result in a great increase in fatigue and 
strain.''^ 

It has been suggested that the trend in the future may be toward 
development of multipurpose machine tools which will enable one man 

2 Ibid., p. 4d 
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on one machine to supervise a number of operations.^ This would more 
fully utilize human capabilities and at the same time would perhaps give 
the worker the feeling that he is doing something more important than 
the simple operation now required of him in most plants. However, any 
effort to introduce multioperation jobs must be made with caution since 
unions may feel that this is only a form of disguised speed-up or stretch- 
out. If a worker is to be called upon to do more than a simple repetitive 
action, unions will want to be shown that fatigue is not increased by 
adding to the complexity of the work, and that the worker receives addi- 
tional compensation for additional responsibilities. 

It should also be mentioned that some specialists in this field believe 
that workers like simple operations which do not require too much con- 
centration and that making operations more complex may perhaps work 
out for the more intelligent employees but not for the average worker. 

The Impact of Automation 

The increasing use in industry of *Teedback control” — the principle 
of automatic self-regulation — is bringing closer the day of the completely 
automatic factory. In those industries where automation can be fully ap- 
plied, a new type of labor force will be required. The repetitive tasks of 
today’s machines tended by workers will be performed by automatic ma- 
chines operated by automatic controls. The jobs that will be created in 
addition to research and design will be service and maintenance jobs 
which should permit a higher degree of individual satisfaction in work. 
As one writer puts it, '*there is a great deal more pride, ability, and in- 
genuity among skilled mechanics and electricians and instrument men 
than there is among production-line workers who are paced by a machine 
and spend the whole day feeding the machine while it does the job of 
fabricating.”^ Thus, the development of automation may make possible 
the more efficient use of human capabilities by enabling machines to do 
the repetitive tasks of industry, while leaving to employees those jobs 
which require the application of skill and human discretion. 

UNION-MANAGEMENT CO-OPERATION 

The workers in our plants and factories constitute a great untapped 
source of ideas to increase productive efficiency. It is only natural that 
employees who actually run machines and do the work in a plant, storo^ 

37^/U 

4 John Diebold, “What Is Automation?" Management Record, September, 1955, p. 
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or other establishment should see ways to cut waste and improve effi- 
ciency. How can industry get the advantage of this know-how? The 
problem is not easy, for there are fears on the part of both management 
and workers which to date have proved a substantial stumbling block in 
the path of effective union-management co-operation. 

Union-management co-operation, as the phrase is ordinarily used, 
implies a somewhat formalized plan of joint meetings between company 
and union representatives. It differs from suggestion systems which nor- 
mally provide no union representation and are merely means whereby 
individual employees may submit suggestions on production problems to 
management with cash awards paid for suggestions adopted. 

Both the simple suggestion box system and the more formalized 
union-management committee can make substantial contributions toward 
greater productive efficiency only if they have the full support of both 
labor and management. To date a major obstacle has been the fear on 
the part of unions and employees that suggestions made by them to help 
the employer to reduce costs would ultimately be used against employees 
by reducing employment. 

This fear on the part of employees is well illustrated by the follow- 
ing excerpt from a skit presented by the Steelworkers' Union, in which a 
new worker in a plant learns the ropes about being free with ideas to 
improve efficiency:® 

'T discovered a way to hook up three of these machines so a fellow can 
operate them and get out three times the number of bolts that he can now produce 
on one machine,” the upsetter observes to his foreman just a few weeks after he 
enters the shop. 

The foreman replies, "'You re paid to run an upsetting machine, not to do 
the thinking around here,” 

The foreman, however, tells his superior; and eventually the idea filters up 
to the President, who takes credit Tor the idea himself and lays off the upsetter. 

Moral: “Well, folks, you see it’s like this. A new fellow’s gotta learn his 
way around these parts. He can’t afford to be so free with his ideas. Never can tell 
when one will swing right back and knock him plumb outta his job. A fellow’s 
gotta learn to keep his mouth shut at the right time. Yes, sir!” 

This story indicates quite well why the results of most suggestion 
systems are somewhat disappointing. After all, a worker can hardly be 
expected to use ingenuity in devising new laborsaving methods in a con- 
test for a hundred-dollar prize when the result may be to put someone 
— ^perhaps himself — out of a job. In the relatively few companies in which 

® Cited in C. S. Golden and H. J. Ruttenberg, The Dynamics of Industrial Democ- 
racy (New York: Harper & Bros., 1942), p. 234. 
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union-management committees have been formed and function effec- 
tively, there has usually been some assurance by management that some 
protection, such as dismissal compensation or rehiring at first oppor- 
tunity, would be afforded to employees dismissed as a result of the joint 
program to reduce costs. 

From the point of view of management, a major reason for reluc- 
tance to enter into such joint discussion of production problems with 
unions has been the fear that such co-operative efforts would serve as an 
entering wedge for unions to exert influence over a field which has been 
reserved as an exclusive prerogative of management. General Motors 
Corporation, for example, has consistently rejected union-management 
co-operation in this field. Even during World War II, it would not co- 
operate with a government-sponsored plan for establishing plant union- 
management production committees. 

Conditions Producing Union-Management Co-operation 

In all but a few cases, union-management co-operation has devel- 
oped in plants in which the prosperity of the company and the jobs of 
workers were threatened by competition from nonunion plants (hosiery, 
clothing, printing), by cyclical fluctuations (electricians, steel), or by 
secular employment declines (railroads) . The exceptions occurred mainly 
under patriotic impulse during World War II,® or because of the belief 
on the part of a few union and management officials that such co-opera- 
tion is a good thing. 

Adverse economic conditions do not necessarily guarantee the adop- 
tion of a co-operation program. Various other elements enter the picture. 
The United Mine Workers have never sought to co-operate despite the 
competition of nonunion mines in the 1920’s or of competitive fuels ever 
since World War I, apparently because the primary objective of the 
UMW leadership is high wages for those still employed rather than main- 
tenance of high employment. Communist-led unions have opposed such 
"capitalistic collaboration’' as co-operation, except under stress conditions 
— e.g., when they regarded it as necessary to insure delivery of war ma- 
terials to Russian armies during World War II. In some plants, workers 
are so wary of managerial intentions that it would be political suicide 
for union leadership to urge adoption of co-operative programs. In others, 
union members and/or leaders have failed to appreciate either the im- 
portance of the threat to their jobs or the potential amelioration which 
union-management co-operation might effect. 

6 The U.S, War Production Board sponsored "production committees'’ which had this 
function. 
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Union-management co-operation has never been widely practiced, 
and the future does not appear to hold great promise for its extension. It 
is likely to continue in only a handful of plants. Moreover, in plants 
where it has been tried, it appears to be successful for only a short period. 
Then interest and results fall off. As in many walks of life, adversity 
brings labor and management together, but prosperity does not nurture 
co-operation. This is especially unfortunate since, by increasing produc- 
tivity through lowering unit costs, union-management co-operation could 
serve as a potent weapon against inflation in periods of full employment 
and rising prices. Moreover, effective union-management co-operation 
would tie in with the new views on human engineering since it would 
make use of the faculty of the human brain to devise new methods of 
doing work and would contribute to higher employee efficiency. As has 
been pointed out in a well-known union treatise, *'The idea that workers 
are hired to follow instructions only and not to do any original thinking 
constitutes an impediment to productive efficiency.’''^ 

WAGE PRESSURE AND INVENTION 

Some economists picture the average businessman as a somewhat 
lethargic individual who requires prodding from time to time to main- 
tain his organization at top efficiency. These economists suggest that wage 
pressure may provide the stimulus that spurs the economic man to dis- 
cover new ways of reducing costs and improving efficiency. Does union 
wage pressure "'induce” invention.^ What effect will union rules have on 
invention of laborsaving devices ? 

Unions and Industrial Research 

In modern industry, much of our improved technology originates 
in industrial research laboratories. During the past quarter of a century, 
the number of firms engaged in industrial research has multiplied eight- 
fold, while expenditures for this purpose have increased fifteenfold. Total 
annual research expenditures of all kinds, including those of industry, 
colleges, foundations, and government are in excess of $5 million. (See 
Fig. 28.) 

Research gives us new products — it is estimated that one half of our 
total employed labor force today holds jobs which are based upon prod- 
ucts developed or improved in research laboratories.® It also gives us new, 
more efficient methods of production — thus electronics and atomic power 

Golden and Ruttenberg, op. at., p. 236. 

^New England Letter (Boston: First National Bank of Boston, April 30, 1953), p. 3. 
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are being adapted in the laboratory to save manpower. As can be seen 
from Figure 28, the electrical equipment and instrument industries are 
spending a high percentage of the sales dollar on research. These two 
industries are in the forefront of the development of automation. During 
1954, about $3 billion worth of control systems and parts were sold by 
the automatic controls industry.^ Most of these products were unknown 
a decade ago and are the result of years of research. 

Does wage pressure have any effect upon the amount of money 
which industry spends on research ? Any answer to this question can only 
be speculative. It might be thought that as wage costs rise, businessmen 
would increase expenditures on research to find new methods to save 
labor. A survey conducted by one of the authors, however, found that 
most businessmen interviewed did not think that rising wage rates had 
any marked influence on the level of research expenditures.^^ In this con- 
nection it is interesting to note that during the period from 1920 to 1931 
when wage rates were relatively stable, research expenditures increased 
fivefold.^^ Apparently, the great growth of research in this country can- 
not be attributed to wage pressure, although high wages, as one ele- 
ment of the cost-price structure, have undoubtedly provided an economic 
setting conducive to research and invention. If over the cycle there is a 
correlation between wage levels and expenditures on research, this is 
probably attributable to the temporal coincidence of high wages and good 
business rather than to a causal relationship between wage levels and 
research expenditures. Expenditures on research are deductible by cor- 
porations in calculating their income subject to federal income tax. When 
profits are high — and particularly when an excess profits tax may be 
assessed — businessmen prefer to spend money on research to improve 
their future competitive position rather than to pay out the money in 
taxes to Uncle Sam. 

Despite strong pressure by unions for wage increases in recent years, 
only about 25 per cent of regular corporate research budgets appears to 
be devoted to all types of cost reduction, while in the neighborhood of 
7 5 per cent is allocated to product improvement and development of new 
products.^^ Furthermore, the percentage of corporate research budgets 
allocated to cost-reduction projects actually appears to be decreasing. 

^ Diebold, op. cH., p. 357. 

Gordon F. Bloom, "Union Wage Pressure and Technological Discovery,” Ameri- 
can Economic Review, VoL XLI (September, 1951), pp. 603-17. 

11 D. Weintraub and 1. Kaplan, Summary of Findings to Date (Philadelphia: U.S. 
Works Progress Administration, National Research Project on Reeemployment Opportuni- 
ties, March, 1938), p. 6 

1- Bloom, op. at., p. 607. 
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That this trend has become evident during a period of rapidly rising 
wage rates is significant. A number of reasons suggest themselves as ex- 
planations for this trend. In the first place, most industrial research is 
supported by large corporations which make big expenditures for adver- 
tising stressing product quality and improvements. Emphasis upon qual- 
ity and service is a dominant characteristic of large business enterprises, 
and it colors not only sales policy but research activity as well. In the 
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Employing 400,000 scientists, engineers, and supporting personnel, private industry 
engaged in research and development programs costing $3.7 billion in 1953. This sum ex- 
cludes an additional $100 million spent by industry for work performed by colleges, and 
by outside laboratories and other organizations. Eighty-five percent of the industry cost was 
accounted for by companies having 1,000 or more employees. 

Sources* Bureau of Labor Statistics, National Science Foundation. 

Copyright, 1957, by The Conference Board, 460 Park Avenue, New York 22, N.Y. 

Reprinted from Road Maps of Industry, No. 1099 (January 18, 1957) . 
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FIGURE 28 — Continued 
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TECHNICAL NOTES 


Research*development 

Research-development includes basic and applied research in the 
sciences (Including medicine) and in engineering, and design and develop- 
ment of prototypes and processes. It does not include nontechnological 
activities and technical service such as quality control, routine product 
testing, market research, sales promotion, sales service, geological or geo- 
physical exploration, and research In the social sciences or psychology. 

Cost of research-development 


Total cost incurred embraces all research-development activities, 
including salaries, other direct costs, service and supporting costs, plus a 
fair share of overhead (administration, space charges, rent, etc.). It does not 
include capital expenditures or patent expense. 

second place, it is possible that investment in research aimed at cost re- 
duction is subject to more rapidly diminishing returns than investment in 
research devoted to development o£ new and improved products. In many 
operations, it becomes progressively more difficult to reduce labor costs 
as a higher degree o£ automatism is achieved. Carton-filling is an example 
o£ an operation which has reached this stage. On the other hand, the 
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possibilities of increasing profits through product improvement seem to 
be unlimited. In the third place, research directed at product improve- 
ment is less likely to displace labor and thus produces less friction with 
the labor force. This consideration is probably not of great importance 
at present but might become more significant if the volume of unemploy- 
ment were to become substantial. 

It is important to recognize, however, that product improvement in 
one industry may be designed to reduce costs in the industries that use the 
product. As Professor Sumner Slichter observes, the effect of union wage 
pressure often cannot be observed in the particular firms or industry in 
which the wage increases occur but must be sought in related industries: 

The response of technological research to the bargaining power of this or 
that union does not necessarily occur m the industry where the members of the 
union work. For example, the response to the great bargaining power of the loco- 
motive engineers and firemen may be in the improvement of locomotives by the 
locomotive builders rather than in the research done by the railroads themselves 


Unions and Invention 

Although wage pressure may not have much relation to the volume 
of research expenditures, it is still possible that it may stimulate the rate 
of discovery of new cost-saving methods of production. Every employer, 
every foreman — indeed, every employee — is a potential inventor. Anyone 
who designs a new way of arranging the flow of production, or, seeing a 
bottleneck in production, devises a new attachment for a machine which 
increases man-hour output, adds to the stream of invention. Will union 
wage pressure stimulate employers in their search for such ^eu’ methods 
of production ? 

Some economists believe that there is a close relationship between 
invention and the wage level. They believe that a rise in the rate of wages 
(which is the price of labor) relative to the rate of interest (which is 
the price of capital) will ''induce’' the discovery of methods of produc- 
tion which will save labor.^^ This theory states that the frequency of labor- 
saving inventions depends upon the rate of increase in wages relative to 
interest rates. Laborsaving inventions save labor, whereas capital-saving 
inventions save capital. According to this theory, if interest rates were to 

S. H. Slichter, T/?e Challenge of Industrial Relations (Ithaca, N.Y.: Cornell Uni- 
versity Press, 1947 ), p. 90. 

1 ^ The most well-known statement of this viewpoint appears in J. R. Hicks, Theory of 
Wages (London: Macmillan & Co., Ltd., 1952) . See also for a critique of this theory Gordon 
F. Bloom, "Note on Hick’s Theory of Invention," American Economic Reinetu, Vol. XXXVI 
(March, 1946), pp. 83-96. 
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rise relative to wages, there would be a greater inducement to save capital, 
and, as a result, the frequency of capital-saving inventions would increase. 

Other economists, however, contend that because of the unpredict- 
able nature of the process of invention, wage increases do not necessarily 
call forth any increase in the number of laborsaving discoveries. Accord- 
ing to this view, most inventions will be laborsaving simply because of 
the continuing high cost of labor as an element in the costs of production 
and because most invention in our society is designed to lighten the ardu- 
ousness of work. For example, available evidence suggests that the inven- 
tion of the mechanical cotton picker was motivated not by changes in the 
wage level relative to interest rates but by the great amount of labor re- 
quired to harvest the cotton crop. John Rust, the inventor of the cotton 
picker, worked with his brother on a cotton plantation and was compelled 
to devote long hours of backbreaking labor to picking cotton by hand. 
Being mechanically minded, he sought and discovered an easier way of 
doing the job. In this case, as with many great inventions, the desire to 
save labor and to make the job easier was the dominant motive unrelated 
to changes in the price of labor relative to the price of capital. 

A high rate of invention requires an economic environment in which 
rapid technological advance is viewed as a virtue rather than a vice. Union 
organization, however, has erected substantial obstacles in the path of 
technological progress. Such restrictive policies not only may retard the 
introduction of known improvements but also may discourage potential 
invention. It seems probable that research in the development of new 
building techniques has been discouraged because inventors realize that 
any new laborsaving methods which might be discovered would have to 
contend with the organized hostility of union labor. The extent to which 
invention has been stifled in this industry is indicated by the contempo- 
raneous existence of high labor costs side by side with time-consuming 
antiquated methods. Undoubtedly the prime difficulty in the building 
industry is one of the actual commercial application of new improve- 
ments rather than in lack of ideas. It is important to recognize, however, 
that the rate of discovery of new ideas is in part a function of the rate of 
application of those already known but not yet in use. Every new idea 
which labor unions have obstructed or buried might have been the mother 
of ten new ideas not yet born. 

It is difiicult to estimate the eflfect which such tactics by unions may 
have on the future pace of technological discovery in industry at large. 
On the whole, the more enlightened union leaders recognize opposition 
to invention is, in the long run, contrary to the best interests of labor. 
However, in particular industries where craft unions are strongly en- 
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trenched and desire to protect the highly specialized skills of their mem- 
bers at all costs, unions may erect a substantial barrier in the path of 
invention. 

WAGE PRESSURE AND MECHANIZATION 

A major means of improving efficiency and saving labor in our in- 
dustrial economy has been the machine. Machines, however, are costly, 
and businessmen will normally invest in laborsaving machinery only if 
the investment gives promise of paying for itself in a reasonable period 
of time. A laborsaving machine pays for itself in terms of manpower 
saved, reduction in spoilage, and so forth. The higher the wage rate 
of the labor which can be displaced by the machine, the larger the sav- 
ings which the machine will eJffect and the more attractive its purchase 
becomes. 

Businessmen are not uniformly alert to the advantages of using 
laborsaving machinery. There are many laborsaving machines which are 
known today and which may be in use in some companies but which 
are not utilized by others, either because their labor costs are not high 
enough to warrant the expenditure on machinery or because manage- 
ment is inefficient and has not sufficient initiative to look around and find 
out how its costs might be lowered. Undoubtedly a substantial improve- 
ment in the level of industrial efficiency could be obtained if inefficient 
employers were induced to bring their production methods into line with 
the best in the industry. 

Wage pressure may exert this influence in certain circumstances. 
Wage increases are likely to be most effective as a stimulus to substitution 
of machinery for labor in firms where wages, prior to the wage increase, 
had been low, and management relied on low wages rather than efficient 
methods to compete. Employers are most likely to be sensitive to wage 
increases in firms where labor costs constitute a large proportion of total 
costs and where competition is keen and profit margins are slim. In this 
connection it should be observed that although in companies operating 
on low-profit margins, wage increases frequently provide a spur to im- 
proved efficiency, an increase in material costs, or insurance rates, or 
general overhead may have precisely the same effect. The increase in costs 
compels management to look around in the industry and bring its own 
plant up to date with others. 

Not all machinery is introduced because of an increase in labor costs. 
As a matter of fact, it is possible that in our dynamic economy only a 
small part of the substitution of machinery for labor which occurs is 
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attributable to changes in wage rates. The reason is that invention is con- 
tinuously bringing onto the market new machines and devices which 
have a high laborsaving potential and which, in many cases, would be 
profitable to use even at a much lower wage rate. For example, when the 
''semiautomatics’' were introduced in the bottle industry, the glass bottle 
blowers union attempted to compete with the machine by accepting a 45 
per cent reduction in the hand price on fruit jars, but this substantial 
wage cut proved ineffective, and the machine continued to be introduced. 
Here is an example of a machine which would have been profitable to 
use even at a wage level 45 per cent lower than that which prevailed 
when it was introduced. Obviously its introduction did not depend upon 
wage increases. Many other laborsaving machines fall in the same cate- 
gory. The point is that while wage increases accelerate the introduction 
of some machinery, a large part of the new machinery which is applied 
in industry depends upon research and invention which is not signifi- 
cantly influenced by changes in wage rates. 

The greatest stimulus to improved efficiency in industry would be 
provided by liberalization of our federal tax law provisions relating to the 
period over which the cost of equipment may be depreciated for tax pur- 
poses. At the present time, if a machine has a life of 20 years, a manu- 
facturer who installs such a machine in his plant can "write off” or deduct 
the cost of the machine from his income during the life of the machine. 
This means that he has to wait 20 years to depreciate the entire cost of the 
machine. Businessmen would like freedom to depreciate the cost of ma- 
chinery more quickly — say, over a period of 5 years. If this could be done, 
there would undoubtedly be a large increase in purchases of machinery, 
since employers could get their money back out of depreciation allow- 
ances in a short period of time and would not be faced with the present 
situation of tying up cash in fixed assets over a long period of years. The 
United States Treasury has evidenced some sympathy with this viewpoint, 
and it is possible that some liberalization of the law governing deprecia- 
tion will be forthcoming from Congress. 

UNION WAGE MOVEMENTS AND INDUSTRIAL EFFICIENCY 

Mention has already been made in an earlier chapter that union or- 
ganization has tended to accelerate the adoption by management of two 
important wage practices. The first is uniformity in wage rates. This is the 
result of the spread of multiunit bargaining and of union interest in the 
stabilization on an industry-wide basis of hourly earnings, piece rates, or 
labor costs. There is now double pressure for uniformity in rates — from 
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competitors and from labor itself. The second practice is simultaneity in 
wage adjustments. This is a by-product not only of multiunit bargaining 
but also of the growing importance of leader-follower relationships in 
wage policies. Company executives tend to feel that wage adjustments 
should not be made unless other companies are making them at more or 
less the same time. As a result of these two practices, wage increases tend 
to be made more or less simultaneously and of a fairly uniform amount 
in a large number of industries. Obviously, the effect of a wage increase 
upon eflSciency may be quite different when the wage increase is made in 
only one firm in an industry and when it occurs throughout an industry. 
What then is the likely effect of these union wage practices on industrial 
efficiency ? 

Favorable Effects on Efficiency, The policy of uniformity in wage 
rates in an industry may hasten the spread of improved methods of pro- 
duction from the more progressive firms to those that are less efficient. 
In most industries, there are three or four large companies that do the 
majority of the business and which set the pace for the technological de- 
velopment of the industry. If unions compel the smaller firms to pay the 
same rates as the larger firms, the small companies will have to keep 
abreast of the latest developments if they are to survive. 

Unfavorable Effects on Efficiency, While uniformity in wage rates 
probably contributes to an improved standard of industrial efficiency, 
simultaneity in wage increases probably lessens the effectiveness of the 
stimulus which normally is forthcoming from wage pressure. If wage 
rates are raised generally in an industry, the individual employer, know- 
ing that his competitors are faced by the same rise in costs as he, is much 
more likely to attempt to pass on the increased labor costs in the form of 
higher prices to consumers, in the expectation that competitors will fol- 
low a similar course, than if he alone had been compelled to grant a wage 
increase. Price increases are more likely to follow industry-wide changes 
in wage levels than changes within a single firm, because the average 
businessman, although he has a fair conception of the demand curve for 
his individual product, has either no notion of a demand curve for the 
product of the industry or else assumes that it is inelastic within the rele- 
vant range. Thus simultaneous union wage changes facilitate shifting the 
burden of higher labor costs to the consumer. To the extent that this is 
accomplished, the inducement afforded to management to increase its 
efficiency is lessened, and as a consequence neither mechanization nor 
technological changes of other kinds may follow the wage Increase- 
Profits may not be cut at all by the wage adjustment but merely be kept 
from rising as fast as they otherwise would have in good times. 
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EFFECT OF UNION ORGANIZATION ON TECHNICAL 
EFFICIENCY 

In many firms prior to the advent of union organization, manage- 
ment depended upon payment of low wages to keep costs down to a com- 
petitive level. As long as this effective means could be relied upon, pro- 
ductive efficiency tended to be ignored and suffered as a result. Union 
organization, by removing wage rates from the competitive sphere, can 
produce a desirable change in emphasis from wage levels to production 
costs and thereby diminish the divergence in technical standards between 
the least efficient and most efficient firms in the industry. If the effect of 
union wage pressure is to make inefficient managers better imitators, the 
general level of efficiency in industry will benefit. And, of course, to the 
extent that the least efficient firms are eliminated, an automatic increase 
occurs in the statistical average efficiency of firms left in industry. 

Union organization, by raising wages in union plants, increases the 
cost advantage of nonunion competitors and compels union firms to in- 
crease efficiency in order to remain in competition. Moreover, the pres- 
ence of a strong union with alert shop stewards compels management to 
justify many production methods and rates and therefore encourages a 
more careful examination of costs and production policy. Although union 
wage pressure probably produces a small net gain in labor efficiency, the 
difficulties encountered by union plants in holding their markets indicates 
that the gain is insufficient to offset the increased price of labor. 

Union influence upon technical efficiency has a time dimension. 
Probably the greatest increase in efficiency is forthcoming when an in- 
dustry is newly organized. Then the wastes may be more obvious and 
abundant, but after a while when the backlog of waste is largely ex- 
hausted, a point of diminishing returns must be reached. Furthermore, 
as unionism itself matures and its power in industry grows, it is more 
likely to bring it own wastes to industry. As a general rule, the more 
strongly entrenched is the position of a union in an industry, the less it is 
concerned with the efficiency of the individual firms under its jurisdiction. 
Consequently even though the possibilities of raising the level of indus- 
trial efficiency are considerable, there is room for skepticism regarding 
the contribution which unionism will make in this respect in the future. 
Managements in the railroad, printing, and clothing industries have been 
subjected to union wage pressure over a long period, but it is doubtful 
whether they are conspicuously more able, thorough, and alert to tech- 
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nological develoments than managements in other industries which do 
not operate under union pressured^ 

Pressure on wage costs, by and large, probably stimulates increased 
efficiency. If this were all that were involved in the impact of union 
organi 2 ation, we might predict a general improvement in industrial effi- 
ciency. But as has already been pointed out in detail in Chapter 6 a major 
aspect of union organization has been the system of industrial jurispru- 
dence which it has imposed on organized firms. As a result, at the very 
time that labor costs are being raised and maximum flexibility of opera- 
tion is required to offset the higher level of costs, management has found 
itself hampered by union rules and restrictions in taking steps which it 
considers necessary to reduce costs. The urban transit, railroad, and milk 
delivery industries are examples of industries which have found efforts 
to improve efficiency impeded by union rules. In some other industries, 
store managers, working foremen, and other employees who exercise 
some managerial and supervisory functions are themselves members of 
unions and thus render it more difficult for management to ferret out 
waste and to penalize inefficiency. 

SUMMARY 

On the whole, union organization will probably tend to diminish 
industrial efficiency, rather than improve it. The growing strength of 
unions presages a multiplication of union rules and restrictions which 
will limit the freedom of the employer to eliminate costly operations and 
to introduce improved techniques of production. There is no immediate 
prospect of eliminating the many needless make-work rules which are 
found at present in organized plants in various industries. If the volume 
of unemployment were to grow appreciably, such make-work rules would 
undoubtedly become even more prevalent. Although union wage pres- 
sure may afford some stimulus to invention and to technological progress 
in its broader aspects, it is doubtful whether general union wage adjust- 
ments occurring more or less simultaneously over a broad area of industry 
will provide much stimulus to the rate of mechanization.^^ Moreover, 

S. H. Slichter, "'The Responsibility of Organized Labor for Employment/’ Ameri- 
can Economic Review, Vol. XXXV (1945), Supplement, p. 199. 

A recent survey conducted in 1953 by the Amencan Machmist concludes: "Not 
since the depression days of the 1930’s has the average age of machine tools risen so rapidly 
as it has in the past 4 years. Today, 55% are ten years old or older, compared with 43% just 
before Korea.” (See Business Week, January 2, 1954, p. 7.) The results of the above survey, 
if accurate, suggests that the postwar years of strong union wage’pressure have not materially 
increased management’s incentive to replace old machinery with new. 
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whatever stimulus is forthcoming from this source will tend to be offset 
by the restrictive influence of union policies which retard the rate of in- 
troduction of laborsaving methods and machinery. 

Despite the fact that the leaders of organized labor condemn op- 
position to laborsaving machinery, the policy still is practiced by individ- 
ual unions. It is easy for leaders to generalize in sweeping terms about 
the futility of attempting to stem the advance of progress, but if the in- 
dividual worker sees in his union a possible barrier to introduction of a 
new improvement which threatens his job, he is likely to use it. Thus, the 
lasters union fought the lasting machine, the flint glass workers the 
lamp chimney machine, the stone cutters the stone planer, the granite 
cutters the hand-surfacing machine, the painters the paint-spraying ma- 
chine, the street railway workers the one-man car, the cigarmakers the 
leaf-stripping machines, and the musicians mechanical music devices. 
Union organization has not altered the feelings or attitudes of the aver- 
age worker toward laborsaving machinery, but it has given him the 
strength to resist or retard technological change, whereas previously he 
could only voice a weak protest. 

Management by and large is interested in reducing costs and im- 
proving the quality of the product. These twin objectives of employers 
ordinarily place management on the side of efficiency in the collective 
bargaining process. Unions — at least where nonunion competition is not 
a major problem — are interested primarily in improving earnings and 
working conditions and in introducing order, tenure, and stability into 
the employment relationship. These objectives have important value from 
the point of view of the community and society, but we should recognize 
that in many cases they will conflict with productive efficiency. As unions 
grow in strength, there will be a tendency for these union objectives to 
extend into certain spheres, now regarded as fields of exclusive man- 
agerial prerogative, with a resultant diminution in efficiency. For exam- 
ple, in Europe, there has been a development of so-called co-determina- 
tion by unions and management, in which unions are given a voice in the 
making of many decisions affecting the organization of the productive 
factors. If such a development takes place in this country and manage- 
ment must consult with unions as to whether or not laborsaving improve- 
ments are to be introduced, there will undoubtedly be a diminution in the 
rate of technological progress in our economy. 

Union policies which limit technological progress have an unfavor- 

S. H. Slichter, Union Policies and Industrial Management (Washington, D.C.: 
Brookings Institution, 1941), p. 207 
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able effect both upon the level of industrial efficiency and upon the vol- 
ume of investment and employment. Mechanization is important to our 
economy, not only because it is normally an essential component of plans 
to reduce cost but also because mechanization requires purchase of capital 
equipment. And investment of this character supplies much of the motive 
power for our economy. Union efforts to retard mechanization, therefore, 
strike at a form of technological progress which affords the greatest 
stimulus to investment and employment. 

However, it would be unfair to weigh the effect of unions upon in- 
dustrial efficiency solely in terms of costs, maximum output, dollars and 
cents. Industry produces men as well as goods. An economy which is 
efficient in terms of achieving maximum product at minimum cost may 
not be so efficient if the concept of **cost’' is enlarged to take full account 
of human costs. Managerial accounting does not include the social losses 
of the community. For example, in making a full evaluation of the conse- 
quences — both economic and social — of union efforts to curb excesses 
of technological change, it should be recognized that, in the past, un- 
restricted introduction of laborsaving machinery may have resulted in 
a rate of progress which from the sociaF^ point of view was too rapid — 
account being taken of the dislocation of communities, the loss of skills, 
and the idle manpower which the flood of improvements left in its wake. 
Viewed in this light, union attempts to control the rate of technological 
development may make for a better approximation to an '‘optimum’* 
rate of introduction of improvements in technique. 

Despite the fact that its indirect repercussion upon new investment, 
and thus upon aggregate employment, may be unsalutary, adoption of 
some sort of program designed to lessen the unemployment, the disloca- 
tion and the human suffering that are caused by unregulated technologi- 
cal change appears to be definitely written on the agenda of industrial 
democracy. America is marching along the road of social reform, and the 
control of technological change is a step along that road which cannot 
be retraced. The regulation of industrial progress through government 
law and union rule in the interest of providing greater security to the 
worker seems to be an objective which most modern economies are ap- 
proaching. In seeking to attain this objective, however, America should 
recognize that the price of such increased security may be a diminution 
in industrial efficiency and a curtailment of private investment. 

IS For a discussion of the effect of technical progress on private and social net product, 
see A. C. Pigou, Economics of Welfare, (3d ed.; London: Macmillan & Co., Ltd., 1929), 
pp. 190 ff. 
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QUESTIONS FOR DISCUSSION 

1 . To what extent is the hunaan factor the key to productive efhciency in mass- 
production industries ? Is the presence of a union in a plant likely to simplify 
or render more difficult the adoption of a sound program of "'human engi- 
neering” ? 

2. Discuss the various possible effects of union wage pressure on the level of in- 
dustrial efficiency. Are the consequences of union wage adjustments likely to 
differ from the effects of a wage increase in a single firm in an unorganized 
industry? 

3. Discuss the future prospects for union-management co-operation. Under what 
circumstances has union-management co-operation been most successful in the 
past? 

SUGGESTIONS FOR FURTHER READING 
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Hicks, J. R. The Theory of Wages, chap, vi, pp. 112-35. London: Macmillan 
& Co., Ltd., 1932. 

Statement of the theory which gives major importance to wage pressure 
as a stimulus to laborsaving invention. 
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An analysis of how collective bargaining can be utilized to obtain greater 
productivity in industry. 

United States Department of Labor. "Implications of Automation,” 
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GOVERNMENTAL REGULATION 
OF WAGES 


Governmental wage regulation in the United States has 
been largely confined to the establishment of minimum wages and maxi- 
mum hours, except in times of emergency. In such times, as during World 
War II and the Korean war, the government has regulated the terms of 
compensation of the vast majority of the labor force. In this chapter we 
shall examine both minimum wage and emergency wage-regulating legis- 
lation, and analyze also some of the economic effects of such laws. 


FEDERAL MINIMUM WAGE REGULATION 

Federal regulation of minimum wage and maximum hour legisla- 
tion received its first big impetus under the National Industrial Recovery 
Act (NRA) of 1933. Declared unconstitutional 2 years after its enact- 
ment, the NRA established codes covering 20 million workers under basic 
minima that ranged in general from 30 to 40 cents an hour. In industries 
employing 55 per cent of all codified employees, the hourly minimum 
was 40 cents. Although the NRA was short-lived, it did result in a sig- 
nificant increase in wage and hour standards. In addition, it provided 
valuable experience for the administration of later legislation. 


THE FAIR LABOR STANDARDS ACT 

The basic minimum wage law of the land is the Fair Labor Stand- 
ards Act, or Wage and Hour Law. It was first passed in 1938 and sub- 
stantially amended in 1949 and again in 1956. The original 1938 Act 
required that employees within its jurisdiction were to receive a minimum 
wage of not less than 25 cents an hour beginning October 24, 1938; 30 
cents an hour beginning October 24, 1939; and 40 cents an hour begin- 
ning October 24, 1945. The Act also provided machinery whereby the 
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40-cent objective could be achieved prior to 1945 through recommenda- 
tions of industry committees composed of labor, management, and the 
public. Because of wartime wage increases, nearly all workers covered by 
the Act were receiving 40 cents per hour or more before the statutory 
requirement took effect. In 1949 the statutory minimum wage was raised 
to 75 cents an hour, in 1956 to $ 1 . 

The Fair Labor Standards Act also set maximum-hour requirements. 
After October 24, 1938, all time worked over 44 hours, within 1 week, 
had to be paid at the rate of time and one half; after October 24, 1939, 
the straight-time week was reduced to 42 hours, and after October 24, 
1940, to 40 hours. 

In addition, the 1938 Act severely limited, and the 1949 amend- 
ments virtually prohibited, the use of child labor in industries imder the 
jurisdiction of the Act. 

The Fair Labor Standards Act of 1938 did not cover all workers 
engaged "in commerce or the production of goods for commerce.” In 
addition to employees working in intrastate establishments which are be- 
yond the jurisdiction of the federal regulation, the Fair Labor Standards 
Act of 1938 excluded numerous groups of workers from either the mini- 
mum wage provisions, the overtime provisions, or both. The exemptions 
under both wage and overtime provisions included workers (l) in agri- 
culture; (2) in certain agricultural processing operations carried on in 
the "area of production”; (3) in retail and service establishments which 
are predominately intrastate; (4) in fishing; (5) seamen; (6) in air and 
interurban transport; (7) in weekly papers where the subscription is less 
than 3,000; (8) in telephone switchboard operations in public telephone 
exchanges with less than 500 stations; and (9) in executive, administra- 
tive, and professional occupations as defined by the administrator of the 
Act. 

Exemptions from only the overtime provisions of the Act were pro- 
vided for over-the-road trucking and railway and express company em- 
ployees, for employees engaged in milk pasteurization and butter making, 
ginning and compressing of cotton and processing of cottonseed, and in 
the purification of raw sugar and molasses. The Act also provides for 
limited exemptions from overtime provisions for various types of agri- 
cultural processing and also permits a limited l4-week exemption for 
industries determined by the administrator of the Act to be seasonal in 
character. Authority was also granted by the 1938 Act to the administra- 
tor to provide exemption from minimum wage provisions for learners, 
apprentices, handicapped workers, and messengers. 

When the 1949 amendments were passed, the minimum wage was 
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raised from 40 to 7 5 cents per hour, but the benefits of the Act were with- 
drawn from many thousands of workers. This was done primarily by 
redefining the extent to which the Act covered establishments, partially 
intrastate and partially interstate in character, and by granting additional 
exemptions in retail trade. The exact number who were excluded by these 
two broad additional exemptions is not clear, but it probably was several 
hundred thousand at least. Additional thousands who work in logging 
operations and processing of agricultural products also lost the coverage 
of the Act. 

Besides these exemptions, the 1949 amendments removed an esti- 
mated 20,000 workers from the Act by new telephone exchange and local 
newspaper exemptions; 30,000 by new exemptions for commercial laun- 
dries; and 15,000 by new exemptions for employees of nonprofit irriga- 
tion systems. On the other hand, an estimated 105,000 air transport work- 
ers and 50,000 fish cannery employees were brought under the coverage 
of the wage provisions of the Act but remained exempt as to hours of 
overtime. The coverage of the Act was not altered by the 1956 amend- 
ments. 

The Act also provides a limited exemption from the overtime provi- 
sions for employees covered by collective agreements which guarantee 
annual employment. As amended in 1949, the annual employment guar- 
antee may be from 1,840 to 2,080 hours per year, for not less than 46 
workweeks of at least 30 hours per week. This provision represents the 
most substantial incentive offered by the federal government to employers 
to encourage establishment of annual wage plans and similar guarantees 
aimed at stabilizing workers’ income. 

Table 23 shows that more than one half of the nongovernmental 
labor force is not covered by the Fair Labor Standards Act. In some 
areas, those excluded are covered by collective bargaining or by other 
legislation. 

1. Approximately 4 million intrastate workers are covered by state 
minimum wage legislation, as will be discussed below. 

2. The sugar act 1937 extended minimum wage protection to a 
small segment of the field of agriculture by providing that sugar pro- 
ducers cannot receive benefits under the (Sugar) Act unless workers are 
paid rates not less than those determined by the Secretary of Agriculture 
to be fair and reasonable. 

The remaining intrastate and agricultural workers lack any statu- 
tory minimum wage coverage and are of course generally the least well 
organized into unions and are paid wages most likely to be affected by 
a minimum wage law. 



<N 




*Excludes govemmeat employmeat, proprietors, and self-employed persons 
Source: U.S. Department of Labor; National Industrial Conference Board, Inc. 
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Superminimum Wages 

In three areas, federal minimum wage legislation has gone beyond 
the Fair Labor Standards Act. The most extraordinary law of this char- 
acter applies to pilots and co-pilots employed on airlines, holding certifi- 
cates entitling them to make regularly scheduled flights. This law went 
into effect in 1934 and is now contained in Section 401 (L) of the Civil 
Aeronautics Act of 1938. It provides that pilots shall receive not less 
than a rate based upon a formula composed of base pay of $1,000-3,000 
per year, plus hourly pay, plus mileage pay, with bonuses for night flying 
and for flying over certain terrain; that co-pilots shall not receive less 
than their October 1, 1933, rates, which averaged about $190 monthly; 
and that no pilots or co-pilots shall fly more than 85 hours in 1 month. 
Since the introduction of faster planes automatically increases mileage 
pay, a pilot with 8 years’ experience, flying a Lockheed Constellation 
plane, 85 hours per month, one half day and one half night, must be paid 
by law not less than $10,854 per year! Undoubtedly, this is the most 
generous ^minimum wage” law in the history of the world. And, as 
planes improve and fly faster, up goes this magnificent minimum. Other 
airline employees, including flight crew members, have no such protec- 
tion. 

The second superminimum wage law, known as the Davis-Bacon 
Act, was first passed in 1931. As later amended, it requires contractors 
engaged in construction work, valued at $5,000 or more, and paid for 
by federal funds, to pay at least the prevailing minimum wages to all 
construction employees. 

The Secretary of Labor determines prevailing minimum rates for the 
various crafts under the Davis-Bacon Act procedure. As interpreted by 
secretaries since 1931, “prevailing” is always synonomous with “union.” 
Building-trades unions have found the Davis-Bacon Act a valuable tool 
to prevent undercutting of their wages and to assist the extension of the 
union rate. For not infrequently, the union rate has been determined to 
be prevailing in a locality not even unionized but in addition paying con- 
siderably less than the xinion rate which actually prevails in a large city 
some miles away. 

The third superminimum wage law is the Public Contracts or 
Walsh-Healey Act which was enacted in 1936, two years prior to the 
passage of the Fair Labor Standards Act, as a means of filling part of 
the gap left by the demise of the NRA. The Walsh-Healey Act provided 
for the following basic conditions which must be observed on all govern- 
ment-let contracts in excess of $10,000: 
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1. Not less than the prevailing minimum wage determined by the Secretary 
of Labor shall be paid to employees working on such contracts; 

2. No such employee shall work over 8 hours per day or 40 hours per week 
except as the Secretary of Labor may permit overtime at a rate of not less 
than time and one half the basic rate; 

3. No male person under 16 and no female person under 18 shall be em- 
ployed on a contract; 

4. Convict labor shall not be employed on government contracts; and 

5. Work on government contracts shall be performed under conditions that 
are safe and sanitary. 

After the Fair Labor Standards Act was passed, the Walsh-Healey 
Act was dormant for a time, but it was re-activated by the Secretary of 
Labor in 1948 and has been kept active since then. Like the Davis-Bacon 
Act, the Walsh-Healey Act goes beyond minimum wage regulation by 
establishing "prevailing"’ minima. By mid-1957, Walsh-Healey pre- 
vailing rates had been established for approximately twenty industries. 
In all cases, the prevailing minima was set above the Fair Labor Standards 
Act minimum of $1 per hour. 

Also, as in the Davis-Bacon situation, the Secretary of Labor has 
historically, and continues to, interpreted prevailing to mean the union 
rate where such existed to any extent at all. This has had the effect of 
reducing nonunion competition and pressure on unionized plants or in- 
dustries. For example, the establishment of the United Mine Workers 
wage structure as the prevailing Walsh-Healey rate in 1956 eliminated 
the nonunion and strip mines as serious competitors for sale of coal to 
the Tennessee Valley Authority. 

STATE MINIMUM WAGE LEGISLATION 

State minimum wage laws are actually considerably older than any 
federal law. The state laws were originally conceived as a means of pro- 
tecting women and children against unfair and dangerous conditions. 
This was in line with the concept that women and children needed special 
protection, but men did not. The fact that the American Federation of 
Labor was opposed to minimum wage laws for men because of its tradi- 
tional fear of state intervention also encouraged legislators to confine 
such laws to women. The first domestic wage law was passed by Massa- 
chusetts in 1912 as the result of persistent agitation by trade-union women 
and social workers. By 1923, seventeen states had enacted minimum wage 
laws protecting women and children. But the movement was doomed to 
a temporary setback, for in that year in the Adkins case^ the Supreme 

‘^Adkins V. Children’s Hospital, 261 U.S. 525 (1923). 
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Court declared that all mandatory state minimum wage laws were un- 
constitutional under the Fourteenth Amendment. 

Encouraged by the favorable climate of the New Deal, a number of 
states passed minimum wage laws in spite of the court decision in the 
Adkins case. Again in 1936 the Supreme Court declared such legislation 
unconstitutional. Three months later, however, the Supreme Court re- 
versed itself and gave such state laws its approval.^ 

Nevertheless, state minimum wage regulation is neither universal 
nor is judicial approval of such wage regulation by state courts always 
certain. As of January 1, 1958, only twenty-eight states, Alaska, Hawaii, 
Puerto Rico, and the District of Columbia had a minimum wage law on 
their books. An additional state. New Mexico, enacted a law in 1955, but 
it was invalidated by the state courts. 

In actual fact the protection afforded by state minimum wage laws 
covers considerably less territory than the twenty-eight states and the four 
territories. In four states, there are no minimum rates in effect despite 
the existence of a law; in five additional states, the minima were set prior 
to 1949 , and so low that they have no relation to existing conditions; 
and in two other states, recently established minima were declared in- 
valid by state courts. So just seventeen states, the District of Columbia, 
Hawaii, Puerto Rico, and Alaska may be realistically described as having 
minimum wage laws actually in effect.® 

The number of persons covered in the states with effective minimum 
wage laws may be estimated at approximately 6 million, of whom almost 
2 million are also covered by the Federal Fair Labor Standards Act. 

Procedures for Setting State Rates 

Laws in nine states, Alaska, and Hawaii, like the FLSA, expressly 
fix the amount payable as the minimum wage. (See Table 24.) In three 
New England states with a statutory minimum, the laws also authorize 
rate fixing under the wage-board procedure which is the method generally 

2 Wes/ Coast Hotel Company v. Varrish, 300 U.S. 379 (1937). 

^ The seventeen states with minimum wage rates that have been adopted or revised 
since 1949 are as follows: Arizona, California, Colorado, Connecticut, Idaho, Kentucky, 
Massachusetts, Nevada, New Hampshire, New Jersey, New York, North Dakota, Oregon, 
Rhode Island, Utah, Washington, and Wyoming, but under the minimum wage laws of 
these five states — Arkansas, Illinois, Pennsylvania, South Dakota, and Wisconsin — the most 
recent rate revisions occurred before 1950. And the four states which have minimum wage 
laws in which no rates at all are in effect are Kansas, Louisiana, Maine, and Oklahoma. The 
Minnesota Supreme Court has set aside both the retail merchandising order (November, 
1955 ) and the public housekeeping order (January, 1956), while the Franklin County 
Court of Appeals in Ohio held invalid the only postwar wage order — ^for food and/or lodg- 
ing places. 
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utili 2 ed in the other states, the District of Columbia, and Puerto Rico. 

Briefly, the wage-board procedure involves the following steps : ( 1 ) 
survey of the occupation by the administrative agency to ascertain whether 
a substantial number of women and minors are paid '"oppressive*' or "un- 
reasonable" wages; (2) appointment of a wage board; (3) transmission 
of the wage board’s recommendations to the administrative agency; (4) 
public hearings; and (5) issuance of the wage order. 

A wage order may be revised on the labor commissioner’s initiative, 
or on petition of citi 2 ens in the state. The procedure for revising it is 
usually the same as for issuance of the original order. 

The advantage of a statutory rate is that it establishes immediate, 
widespread protection. But this method has been characterized as "in- 
flexible," since legislative action is required to adjust the rate to changing 
economic conditions, and it is impossible for one blanket rate to take 
account of individual industry conditions. A quicker response to move- 
ments in the cost of living and a greater sensitivity to problems of a par- 
ticular industry have caused the wage-board laws to be designated as 
"flexible." 

Flexibility, combined with wide coverage, appears to be the goals in 
the states which provide for both a statutory minimum and the wage- 
board procedure. As an additional safeguard against a static rate, the 
Massachusetts law was amended in 1952 to require the commissioner of 
labor to make a biennial review of all wage orders. 


Coverage of State Laws 

Potential coverage of state minimum wage laws is broad, including 
virtually all industries except agriculture and domestic service. Actual 
coverage is much narrower, as it is dependent upon the issuance of a wage 
order in all but the eight jurisdictions with a statutory minimum. The 
states vary widely in the number of industries covered by wage orders. It 
may be only two, as in Ari 2 ona, or it may be several, as in California, 
New York, Oregon, and Washington. Industries in which wage orders 
are most often found are hotels and restaurants, laundries, dry-cleaning 
establishments, and retail trade. 

State minimum wage laws were originally designed to give protec- 
tion to women and minors only. The federal wage and hour law, how- 
ever, set the example of covering men also and today ten jurisdictions 
follow suit.^ 

^Alaska, Connecticut, Hawaii, Idaho, Massachusetts, New Hampshire, New York, 
Puerto Rico, Rhode Island, and Wyoming. 
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How Much Do State Minimums Guarantee? 

Minimum wage legislation was enacted or amended in 1956 in all 
the jurisdictions with statutory rates. In fact, for the first time since before 
World War II, new minimum wage laws were passed; i.e., in Idaho, New 
Mexico, and Wyoming. (The law in New Mexico, however, which was 
of the statutory type, has since been declared invalid.) The rates — ^with 
exceptions for specified occupations — or areas — ^varied from 75 cents to 
$1.00 per hour, with only Alaska topping the FLSA minimum of $1.00. 
The hourly rate most frequently found under wage orders since 1949 is 
75 cents, with $1.00 becoming more common after the 1956 amendments 
made $1.00 the federal minimum. 

Often, state minimum wage orders are not in terms of cents per 
hour but are on a weekly basis instead. They guarantee a full week's pay 
to employees who have worked beyond a specified minimum number of 
hours but who may not have had the opportunity to work the maximum 
specified. All the wage orders in the District of Columbia are of this type. 
For example, in clerical and technical occupations the minimum rate is 
$32 for a workweek ranging from 32 to 40 hours.^ 

State wage and hour laws generally apply to all business operations 
within the state, whether or not they are also covered by the Federal Fair 
Labor Standards Act. When the state laws set higher standards, these 
higher standards must be observed. 

Of course, in the states where the laws become outdated, the fed- 
eral law affords the only protection — but it does not cover most industries 
where an effective state law can be most felt — e.g., service industries. 
Examples of obsolete state laws are those in the states of Ari 2 :ona where 
existing orders provide minima of from $18-26 per week; or Illinois 
where the six orders in effect call for minimum hourly rates from 35 
to 55 cents. 

MINIMUM WAGES AND EMPLOYMENT 

Minimum wage legislation is generally advocated on four grounds: 

1. To eliminate poverty caused by the existence of substandard 
wages which do not afford workers a minimum decent standard of living; 

2. To eliminate unfair competition based upon substandard wages 
which drags down the wages paid by other firms; 

3. To increase the purchasing power of lower-income workers; and 

s The preceding section leans heavily on Miriam Civic's article, "Minimum Wages on 
the March,” Business Record, XIII (March, 1956), pp. 114-9. 
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4. To provide a floor for maintaining a high wage structure in de- 
pressed periods. 

These arguments ran through the hearings preceding the enactment 
of the Fair Labor Standards Act of 1938 as well as those pertaining to 
the 1949 and 1956 amendments. The fourth, a quite different point from 
the first three, was especially prominent in trade-union arguments. 

If minimum wage legislation is to be successful in alleviating pov- 
erty, curtailing unfair competition, and increasing purchasing power, it 
must not have adverse effects on employment. What are the results of 
minimum wage legislation on employment in theory and in practice.^ 

Theoretical Effects of Minimum Wage 

Minimum wage legislation means higher wage costs to the individ- 
ual employer affected by such legislation. Economic theorists tell us that 
if an employer finds that labor has become more expensive, he will try to 
economize in its use or to get more work out of his labor force. There 
may be some workers who can be dropped from the payroll simply by 
rescheduling work or changing assignment of duties. In some cases, it 
may be possible to eliminate jobs which no longer ”pay'’ at the higher 
wage rate. The most effective way of reducing labor costs is, of course, 
through substituting machinery for labor. The lower the wage paid prior 
to the establishment of the minimum wage and the greater the increase in 
costs imposed by such legislation, the greater the incentive to the em- 
ployer to introduce laborsaving machinery. 

In many cases the process of mechanization will involve purchase of 
machinery which was already known and in use in the industry but which 
was not adopted by the low-wage firm because the machines were not 
profitable to introduce at a low-wage level. Sometimes, however, the wage 
increase will cause employers to introduce machinery which would have 
been profitable to introduce even at a lower-wage level, but which man- 
agement failed to adopt because of inefficiency and reliance on payment 
of substandard wages as means of competition. In other words, imposi- 
tion of a minimum wage may provide the shock” which compels in- 
efficient management to look around in the industry and bring its pro- 
duction methods in line with more efficient firms in order to survive. This 
will involve not only adoption of laborsaving machinery but also meth- 
ods and layouts which will reduce overhead, material costs, insurance 
expense, and other expenditures. It should be remembered that intro- 
duction of laborsaving machinery is sometimes a long-term process. Some 
employers may not be able to utilize the newest machinery in an anti- 
quated plant and may have to delay purchase of machinery until they 
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can move to a new location; other employers may try to get a few more 
years out of old equipment before making the large capital expenditure 
required for modern machinery. As a result, the displacement of labor 
through introduction of laborsaving machinery may not occur until 
several years after the imposition of the minimum wage, and if mean- 
while business increases, there may be no unemployment observable at 
all. 

Another avenue by which a minimum wage may react upon employ- 
ment is through the effect of the wage increase on price. Large com- 
panies frequently have large advertising budgets and are able to obtain a 
higher price for their products by building up the idea of quality in 
consumers’ minds. Small companies, on the other hand, must often 
compete primarily on the basis of price. If a minimum wage raises the 
labor costs of smaller concerns, it puts them at a substantial competitive 
disadvantage. If they raise prices to compensate for the increase in costs, 
some part of their business will tend to shift to their larger competitors, 
and they may be eventually forced out of business. If this result occurs, 
the total volume of employment in the industry may be lower after the 
shift of business is effected, even though some labor displaced in small 
companies will find employment in the large companies, for the larger 
companies are likely to be more mechanized and a dollar’s sales in such 
companies will require employment of a smaller amount of labor than 
in the low-wage plants. 

It should be noted that if a minimum wage law produces unemploy- 
ment, the incidence of unemployment may be expected to fall most heav- 
ily upon those with the least skills — that is, upon those employees whose 
wages have been below the legal minimum and who have the most diffi- 
culty in finding jobs. Thus, one cost of a minimum wage may be an 
expansion of the hard core of unemployment. 

Minimum wage legislation affects not only employer efficiency but 
employee efficiency as well. Workers who in 1938 received less than the 
minimum of 25 cents per hour obviously had difficulties in making ends 
meet. Similarly, in 1949, workers who earned less than the 75 cents an 
hour minimum or |30 for a 40-hour week had difficulty in providing 
adequate food, clothing, shelter, and medical care for themselves and 
their families. Establishment of a minimum wage which eliminates sub- 
standard wages is likely to have some beneficial effect on the health, 
efficiency, and morale of workers which may be reflected in improved 
man-hour production. Also the higher cost of labor makes employers 
more labor conscious and is likely to cause management to devote more 
time and effort to training workers and selecting new employees more 
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carefully. The net result may be better productivity which will tend, in 
part, to offset the higher wage costs so that the rise in unit labor costs 
will be less than the rise in wage rates. To the extent that this is true, 
the effect of the wage increase on employment will be lessened. 

In general, economic theorists conclude that imposition of a mini- 
mum wage will tend to produce some unemployment in the individual 
firm affected by such legislation. The amount of the unemployment will 
vary from firm to firm, depending upon the magnitude of the wage in- 
crease, the importance of labor costs relative to total costs, the ability of 
the employer to reduce costs other than labor costs, the extent to which 
business of the firm falls off if it increases prices, the effect of the wage 
increase on man-hour output, and the extent to which the company 
introduces laborsaving machinery. As has already been mentioned, how- 
ever, the tendency to reduction of employment may not be observable 
because of counteracting changes in the business scene. 

Effects of 25-Cenf Minimum in 1 938 

The requirement of payment of a 25-cent-an-hour minimum wage 
in 1938 had a relatively slight effect upon employment. Some observers 
would take this as an indication that the economic analysis above set 
forth is "unrealistic.” On the other hand, those who believe that mini- 
mum wage laws tend to produce unemployment would point to the 
improvement in general business conditions which occurred in years 
subsequent to 1938 as the reason for the minor impact of the law on 
employment. In any case, it is clear that we cannot "look at the facts” and 
draw unequivocal conclusions as to the effect of the minimum wage. 
Even where unemployment did occur, it is by no means clear that it was 
wholly attributable to the minimum wage and not to other causes. 

Two weeks after the 25-cent-an-hour minimum went into effect 
(this was the initial requirement of the Fair Labor Standards Act of 
1938), the administrator of the Act reported to the President that, in all, 
between 30,000 and 50,000 persons, or less than 0.05 per cent of the 
workers affected by the law, lost their employment for reasons probably 
traceable to the Act. Of these workers, about 90 per cent were concen- 
trated in a few industries in the South, such as pecan shelling, tobacco 
stemming, lumbering, and bagging. Other industries which were seri- 
ously affected by the minimum wage included cottonseed crushing, seam- 
less hosiery, and cotton garment manufacture. 

Many firms in these industries reacted to the wage increase by sub- 
stituting machinery for labor. Thus in ten independent tobacco stem- 
meries surveyed by the United States Bureau of Labor Statistics in 1935, 
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all stemming operations were performed by hand. When the BLS resur- 
veyed the same plants in 1940, 54 per cent of the employees were 
working on stemming machines.® 

In cottonseed crushing, a new cooking and crushing machine was 
developed with the capacity of 100 tons, which required the services of 
one skilled operator during an 8-hour shift as compared with equipment 
previously in use which required six or seven workers during a shift. In 
the seamless hosiery industry, the use of machinery which eliminated 
handwork was expanded. This permitted the transfer, by machine, of 
the top of the stocking, which is knitted on a separate machine, to a knit- 
ting machine that completes the knitting operation. Significant techno- 
logical advances were also made in pecan shelling, bagging, and in 
other industries.'^ 

Because of various technological problems, at least one industry — 
southern lumber — was unable to offset costs by mechanization to the 
same significant degree as the industries which we referred to above. 
However, as production and prices both increased substantially after 
1940, the most pressing problems for this industry were (at least tem- 
porarily) met. 

Increased mechanization was only one of the ways in which industry 
reacted to the cost problems created by the Fair Labor Standards Act. 
Other adjustments included: 

1. Narrowing differentials between the high-paid and the low-paid 
workers by not granting increases to high-paid workers equal to those 
required to bring the lowest paid within the law; 

2. Carefully weeding out inefficient employees; 

3. Establishing higher standards of efficiency for new personnel and 
improvement in selection techniques to put these standards into effect; 

4. Increasing attention to working conditions and other personnel 
problems in order to improve the general efficiency of the labor force. 

Management had almost complete freedom to make these adjust- 
ments, since in industries which were directly affected by the 1938 legisla- 
tion, unionization was largely absent. 

The effect of these adjustments upon employment is not entirely 
clear, but it appears that in a few industries, the substitution of machinery 
for low-paid hand labor created substantial technological unemploy- 
ment. The incidence of technological improvement in such industries as 

® Hours and Earnings of Employees of Independent Tobacco Stemmeries, U.S. Bureau 
of Labor Statistics Serial No. 1388 (1941). 

J. F. Moloney, "Some Effects of the Federal Fair Labor Standards Act upon South- 
ern Industry,” Southern Economic Journal, Vol. X (July, 1942). 
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tobacco stemming and cottonseed crushing was very heavy, with an aver- 
age of from three to ten workers being displaced by a single machine. In 
these industries, extremely low wages made labor so cheap that large 
improvements had previously never been seriously considered. 

Hardship engendered by this technological unemployment was, 
however, offset by the fact that the Fair Labor Standards Act of 1938 was 
inaugurated at the depth of the 1937-38 recession, and business condi- 
tions and employment generally improved immediately thereafter. More- 
over, in 1940 the defense boom inaugurated a period of prosperity which 
more than took up any slack in employment caused by technological 
developments. 

Besides creating some technological unemployment, the Fair Labor 
Standards Act also upset the competitive equilibrium in many industries. 
High-wage firms often were required to make little or no adjustment in 
order to conform with the act; low-wage firms, on the other hand, faced 
a serious situation. A study of seventy-six plants in the seamless hosiery 
industry indicated that the twelve high-wage plants made few wage 
adjustments between 1938 and 1939, while the eleven low-wage plants 
were forced to raise wages 35 per cent. In many instances, these low- 
wage companies also made large expenditures in capital equipment in 
order to maintain a sound cost position. In this same industry, employ- 
ment in the high-wage firms increased between 1938 and 1940 by 7.5 
per cent, while employment in the low-wage group decreased 12.8 per 
cent.® (See Fig. 29, on pp. 496-97.) 

In the cottonseed-crushing industry, the low-wage plants were fre- 
quently the smaller ones. Because of limited resources to invest in 
machinery, these smaller plants suffered a serious competitive handicap 
from the cost increase resulting from the minimum wage. 

There is also some evidence that the minimum wage altered the 
North-South differential in some industries. Generally speaking, the 
differential between the two areas was narrowed, since the law affected 
the South to a much greater degree than it did other parts of the country. 

The Effects of the 75-Cent Minimum 

The 75-cent minimum established in 1949 affected substantially the 
same industries and the same areas as did the original Act of 1938. Thus 
of the 1,500,000 workers covered by the Act who the U.S. Bureau of 

8 A. F. Hinrichs, "Effects of the 25 Cent Minimum Wage on Employment in the 
Seamless Hosiery Industry,” Journal of the American Statistical Association, Voi. XXXV 
(March, 1940), pp. 13-23; and H. M. Douty, "Minimum Wage Regulation in the Seamless 
Hosiery Industry,” Southern Economics Journal, Vol. VIII (October, 1948), pp. 176-89* 




Wages and Employment Both Rose in Independent Tobacco Stemmeries* between 1935 and 1940 

(Percentage Increase) 



♦ Eleven stemmeries in North Carolina and Virginia. 

Sources: For data, U.S. Bureau of Labor Statistics. For charts. National Industrial Conference 
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Labor Statistics estimated were receiving less than 7 5 cents per hour prior 
to January 25, 1950 (the effective date of the 1949 amendments), 
840,000 were employed in the South or Southwest. These areas were, of 
course, the principal concentrations of subminimum wages in 1938. 
Again, as in 1938, the cottonseed-crushing, tobacco-stemming, seamless 
hosiery, cotton garment, fertilizer, and lumber industries were the 
Southern industries most directly affected. 

In some other respects, the situation at the time of the establishment 
of the 75'Cent minimum in 1950 was similar to that in 1938 when the 
initial 25-cent minimum became effective. Unionization was still largely 
absent from the industries directly affected so that management had 
pretty much of a free hand to adjust to the higher minimum. And once 
again the effect of the higher minimum was obscured by an economic 
upswing resulting from military action — this time the Korean war which 
began 6 months after the 75-cent minimum was effective. 

Considering these similarities, it is not surprising that the economic 
effects of the 1949 law paralleled those of the original 1938 Act. For 
example, in the Southern sawmill industry, 69.2 per cent of a sample 
studied by the U.S. Bureau of Labor Statistics received less than 75 cents 
per hour just prior to the 1949 amendments, but only 8.2 per cent were 


TABLE 25 

Distribution of Wage Rates before and after the 75 -Cent Minimum 
Became Effective. Southern Sawmill Industry 


Average Hourly Earnings 

Percentage of All Workers 

Fall, 1949 

March, 1950 

Under 75 cents 

69 2 

8.2 

75-79.9 cents 

11.0 

66.3 

8O-99.9 cents 

11.4 

16.0 

100 cents or more 

8.4 

9.5 

Total. .. 

100.0 

100,0 


Source. Monthly Labor Revtew , September, 1950, p. 313. 


below that rate by March, 1950. (See Table 25.) To accommodate to this 
increase, the Southern sawmill industry did the following: 

1. Narrowed wage differentials by giving above m i ni m um em- 
ployess substantially smaller increases than those employees for whom 
raises were required by law. 

2. Reduced hours of work by cutting out overtime in order to elimi- 
nate time-and-one-half pay. 

3. Mechani 2 ed, particularly by installing mechanical stackers to dis- 
place laborers whose rates had been below 75 cents. 
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There were also some shutdowns of marginal firms and some re- 
duced employment. The building boom of 1950, greatly increased by the 
effects of the Korean war, permitted increased production and substan- 
tial price advances which offset the increased costs. Moreover, the re- 
moval of logging operations and primarily intrastate operations from 
the coverage of the law aided the lumber industry's adaption to the new 
75-cent minimum. 

Similar effects of the 75<ent minimum were found in the fertilizer, 
furniture, cotton garment, and seamless hosiery industries, especially in 
terms of narrowed differentials, increased mechanization, marginal-firm 
closings, and some reduction in employment, with the last two mitigated 
by increased production and prices attributable to the Korean war infla- 
tion. Some part of the unemployment in 1950 was the result of shut- 
downs occasioned by the business recession in 1949, and this makes it 
difficult to determine the extent of unemployment attributable to the 
75-cent minimum. 

The Effects of the $1 Minimum 

The $1 minimum which went into effect in 1956 generally affected 
the same industries and principally Southern industry as did its predeces- 
sor minima. However, the $1 minimum affected these industries more 
severely, and having been through the adjustment mill several times, 
these industries had less capacity to mechanize and otherwise rationalize 
than in past instances. 


TABLE 26 

Effect of One Dollar Minimum on Earnings Distribution 
IN Seamless Hosiery Industry 


(Percentage Distribution) 


Earnings 

Men’s Seamless 

Children’s Seamless 

August, 

1955 

February, 

1956 

April, 

1956 

August, 

1955 

February, 

1956 

April, 

1956 

Under $1.00 ... . 

49.3 

39.2 

1.8 

57.7 

48.3 

1.9 

$1.00-$1.24 

28.1 1 

34.4 

67.0 

27.3 

33 1 

74.6 

$1.25-11.49 

13.1 

15.4 

18.3 

10.6 

13.1 

16.3 

$1.50 and over. . . 

9.5 

11.1 

12.8 

43 

5.5 

7.3 


Source : U.S. Bureau of Labor Statistics. 


The United States Bureau of Labor Statistics estimated that approxi- 
mately 2 million workers would be directly affected by the $1 minimum, 
and that an average increase of 15 cents per hour would be needed to 
bring these workers up to the $1 per hour rate. Studies of the Bureau of 
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Labor Statistics since the rate went into effect indicate that most indus- 
tries reacted to the new minimum by compressing their wage structures, 
reducing overtime, laying off inefl&cient workers, and raising prices. 
Mechanization played a secondary role.® 


FIGURE 30 

Job Pay Relationships, Work-Shirt Industry, Southeast, February and April, 1956 

(Average Hourly Earnings for Men and Women in Selected Production Occupations Ex- 
pressed as a Percentage of Average Hourly Earnings of Janitors) * 



* Excludes premium pay for overtime and for work on week ends, holidays, and late shifts. 
Source: U S. Department of Labor, Bureau of Labor Statistics, Report No. 115. 


For example, in both the seamless hosiery industry and the work- 
shirt industry, levels of earnings were significantly raised and pay dif- 
ferentials even more significantly narrowed (Table 26 and Fig. 30). 

^ The data dealing with the reaction to the $1 minimum are based upon special studies 
made by the U.S. Bureau of Labor Statistics. 
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The reaction in the footwear industry was similar as a substantial num- 
ber of workers were raised in pay to conform to the new $1 minimum, and 
pay differentials cut down because the higher-paid workers received 
smaller pay increases or none at all. (Fig. 31) . 

These industries cut out overtime as much as possible because at the 
higher rate, time and one half is all the more expensive. Extra shifts were 
also discontinued to cut down on shift differential and supervisory costs. 
Where unions were not a factor, work standards were tightened and 
norms increased to cut down on incentive earnings. Wherever possible, 
prices were increased to offset the increased wage costs. 

In these industries, there was some attention given to improved 
machinery and more efficient plant layout. This was however of minor 
importance in the general reaction to increased labor costs, no doubt be- 
cause of earlier expenditures on such items as a result of the previous 
minimum wage levels. 

In the fertilizer and sawmill industries, there was a greater empha- 
sis on mechanization as a result of the impact of the $1 minimum. In 
both these industries, the primary emphasis in the mechanization field 
as a result of previous minimum wages had been on direct production 
machinery and equipment. After the installation of the $1 minimum, at- 
tention was turned to materials handling equipment which would elimi- 
nate or improve the efficiency of the common labor most directly affected. 
In these two industries, as in the others, however, the principal emphasis 
was on directly cutting down labor costs by eliminating overtime, extra 
personnel, and shifts, with mechanization a secondary source of adjust- 
ment. 

The Southern sawmill industry, which has been directly affected by 
every minimum wage increase since 1938, was affected by the $1 minimum 
a little more severely than by the 75 cent minimum of 1949. In the latter 
case, average earnings were 5 cents less than the minimum just before it 
became effective; but average earnings were only about 90 cents per hour 
just prior to the effective date of the $1 minimum. Figure 32 traces earn- 
ings in Southern sawmills and shows how directly these earnings have 
been affected by minimum wage legislation. 

As might be expected by our analyses and past case histories the $1 
minimum wage had a direct effect on employment. How much, it is 
difficult to be certain because other factors were at work. Business was 
generally good in 1936, and increased costs could often be absorbed or 
passed on to the buyer. Nevertheless, most industries studied by the 
United States Bureau of Labor Statistics reported some layoffs due to the 
new minimum, and a great many cut out overtime work and extra shifts. 






FIGURE 31 — Continued 
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It is also quite possible that if business dips downward at a later date, or 
if costs increase further, more layoffs in this industry will occur which 
are at least partially attributable to the $1 minimum wage. By the end of 
1957, however, the industries affected had reacted as expected, but the 
incidence of unemployment was less than past experience or economic 
theory indicated could occur. 

Minimum Wages and the Norfh-Soufh Differential 

Because the minimum wage laws have directly affected the South 
considerably more than other areas, Southern manufacturers have argued 
for a lower minimum in the South than elsewhere. Northern manufac- 
turers, anxious to reduce the North-South differential, have successfully 
opposed this request. Is maintenance of a North-South wage differential 
justified ? 

The argument has been advanced that imposition of a uniform min- 
imum wage on the South and North alike would slow down the rate of 
Southern industrialization. Indeed, it has been suggested that Northern 
manufacturers desire a high minimum for the South as a form of internal 
protective tariff to halt the migration of capital to the South and export 
of goods to the North/^ However, recent investigations indicate that the 
wage differential has not been as important a factor in interregional 
migration of industry as might at first have been suspected. Within the 
South, employment in manufacturing has expanded no more rapidly in 
the low-wage sections than in the higher-wage sections. Indeed, the 
greatest rate of expansion has occurred in the relatively high-wage state 
of North Carolina. Capital has been attracted to the South because of 
climatic advantages, tractable labor supply, low taxes, access to cheap 
power and raw material. Presumably these attractions would still induce 
capital to move even if wage rates were higher.^^ 

A somewhat similar argument stresses the fact that variation in wage 
rates is the means by which a free labor market brings about an adjust- 
ment between areas of relative surplus and areas of relative scarcity of 
labor. Thus if there is a surplus of labor in small towns, and in the South 
generally, wage rates will be lower in those areas compared to the cities 
of the North. Consequently, an inducement is afforded to capital to seek 
out the areas of surplus population. Not only is such a relocation of 
capital socially desirable but also the regional dispersion of industry is of 

See, for example, J. V. Van Sickle, "’Geographical Aspects of a Minimum Wage,” 
Harvard Business Review, Vol. XXIV, No. 1 (1946), p. 289. 

R. A. Lester, ‘Trends in Southern Wage Dijfferentials since 1890,” Southern Eco- 
nomic lournal, Vol. XI, No. 1 (1945), p. 338. 



Average Hourly Earnings in Southern Sawmills and Effects of Minimum Wage, Selected Periods, 1932-56 



1932 ’33 '34 '35 *36 ’37 '38 '39 '40 '41 ’42 ’43 ’44 ’45 ’46 ’47 ’48 ’49 ’50 ’51 ’52 ’53 ’54 ’55 1956 

Source: U.S. Department of Labor, Bureau of Labor Statistics 
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strategic importance to our national defense. Imposition of a uniform 
minimum wage, it is contended, will concentrate unemployment pre- 
cisely in those areas where the need for job opportunities is greatest and 
will impede the migration of capital.^^ While there is considerable force 
to this argument, again the rebuttal lies in the fact that it overemphasizes 
the importance of wage differentials in the location of new industry. 

The mere fact that wages are lower in the South is not per se proof 
that they should be. Southern wages have been lower for a number of 
reasons. A major factor is the oversupply of labor in the South, including 
the presence of a large body of Negro workers who by reason of discrim- 
ination in education and job opportunities are compelled to accept a low 
rate of remuneration for their labor. 

Nor is the cost of living an effective argument in favor of a differ- 
ential minimum wage. There is little evidence that any significant differ- 
ence exists in the cost of living in large industrial centers of the North 
and South except so far as domestic servants are employed, and domestic 
servants are not factors in the average budget and certainly not in work- 
ers’ budgets. The United States Department of Labor Consumer Price 
Index indicates a cost of living for Southern cities that is about on par 
with that in large cities elsewhere. For example in 1957, the index was 
122.2 for Atlanta as compared with 118.3 for New York City. 

Because of the type of industry that predominates in the South, it 
seems likely that the average wage will continue to be somewhat less 
than in other sections. A larger percentage of workers is employed in 
industries that require proportionately fewer skilled workers than is true 
of other sections. Such industries as the manufacture of precision tools, 
machinery, automobiles, watches, airplanes, and others which require a 
large proportion of highly skilled workers are not prevalent in the South. 
Rather, the bulk of its manufacturers consists of fertilizer, chemicals, 
iron and steel, textiles, lumber, pulp and paper, stone and clay products, 
and similar industries, primarily preparing raw material for shipment to 
other sections of the country where it will be used in the manufacture of 
finished products. 

Furthermore, Southern industry is relatively small and more highly 
competitive than that of the North. The larger average establishment 
and the oligopolistic, highly mechanized durable-goods producing in- 
dustry is more typical above the Mason-Dixon line than below it. In 
industries of the latter type, higher wage costs, by virtue of semimonopo- 
listic control of the market, can be passed on to the consumer in the form 
of higher prices. Southern manufacturers, however, faced by a highly 

Van Sickle, op. cit., p. 289. 
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competitive market and an unfavorable freight-rate structure find it less 
easy to adapt to high wage rates. 

As a consequence of these factors, a wage differential has persisted 
between South and North for many years. World War I, New Deal 
measures, unionization, and various economic adjustments have brought 
few permanent alterations in South-North wage ratios for lumber, furni- 
ture, building construction, or full-fashioned hosiery, although the Fair 
Labor Standards Act did narrow the differential in a few industries such 
as seamless hosiery. 

The Fair Labor Standards Act of 1938 and the 1949 amendments 
thereto did not cause substantial unemployment in the South, principally 
because of the increased employment, prices, and production resulting 
from the wartime boom. 

But no war boom followed the imposition of the $1 minimum in 
1956, although the economy was running at a record level that year. 
The essential point is, however, that in 1956, even though Southern 
industry suffered some serious dislocation and unemployment, neither 
Southern industry nor the North-South differential have been wiped out. 

Actually almost any minimum wage, even one providing for a 
modest wage differential for the South, would probably have about the 
same economic effects in 1938, 1949, and 1956 as did the uniform mini- 
mums of those years. Figure 33 shows, for example, that 20 per cent of 
the South’s industrial workers would have been affected by a minimum 
wage of 90 cents per hour in 1956, as against the 28 per cent who were 
affected by the $1 minimum. Would not a minimum wage of 90 cents 
per hour for the South as against $1 for the rest of economy in 1956 have 
resulted in about as much unemployment, mechanization, narrowed wage 
differentials, discontinuance of overtime, and general pressure on mar- 
ginal firms as did the uniform $1 minimum.^ 

On the whole, the argument for a regional minimum wage differ- 
ential is less compelling today than prior to World War 11. The South, as 
a result of industrialization since 1940, has a much better trained labor 
force than it had previously. Recent studies have indicated that a large 
section of Southern labor spread over a variety of industries is equal in 
efficiency to Northern labor employed by the same companies or in the 
same industries.^^ Many large companies having plants in various sec- 
tions of the country now follow the policy of paying uniform wages in 
all their plants. If the tendency toward industry-wide bargaining by un- 
ions continues, uniformity in rates will become increasingly prevalent. 

R. A. Lester, '‘Effectiveness of Factory Labor: South-North Comparisons,” Journal 
of Political Economy, Vol. LIV (1946), pp. 73 ff. 
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Many wage dififerentials in labor-market areas within the South actually 
exceed the South-North differential in those industries, a fact which re- 
sults in part from the policy of some industries to pay the same wage rates 
regardless of area. There is thus no such thing as a single North-South 
differential. To base a minimum wage solely on regional differentials 
would be extremely difficult as well as hardly justified. 

EMERGENCY WAGE REGULATION 

Government control of all wage rates in a democracy is a phenome- 
non which occurs only in wartime or similar grave national emergency. 
The government moves to take wages out of control of individual unions 
and managements as part of a program to curb runaway prices. Such wage 
control is quite different from minimum wage regulation. In the remain- 
der of this chapter, we shall summarize the history of wage stabilization 
during World War II and during the Korean war and analyze the differ- 
ent effects of stabilization during these two periods. 

WORLD WAR II WAGE STABILIZATION 

In 1939 the United States possessed relatively large volumes of un- 
used resources. The Bureau of Labor Statistics estimated unemployment 
in 1939 at almost 9-5 million. The steel industry was operating at only 
about five-eighths capacity; the textile industry at three-quarters capacity. 
This unused capacity was typical of potential war industry in general. 

Under these circumstances the country was able to commence war 
production without serious inflation at the outset. Nevertheless, new 
purchasing power created by increased employment in war industry 
caused purchasing power to expand at a more rapid rate than output of 
civilian goods. This tended to push prices up before unused resources of 
men and machines were fully employed. 

The wholesale price index rose from 100 in August, 1939, to 124.8 
in December, 1941. At the same time gross average hourly earnings rose 
almost by the same percentage. 

At the time of the Japanese attack on Pearl Harbor, December 7, 
1941, there had already been established an agency, the National Defense 
Mediation Board, to deal with strikes which interfered with defense pro- 
duction. This agency, however, was threatening to fall apart. President 
Roosevelt therefore convened a special Labor-Management Conference 
which resulted in the establishment of the National War Labor Board 
(WLB). 

Until October, 1942, the WLB had no authority over voluntary wage 
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adjustments. During the first 9 months of its existence, however, when 
its sole concern was with cases involving disputes between labor and 
management, the WLB developed its basic stabilization program, which 
was later applied to both voluntary requests for wage adjustments (sub- 
mitted either from management alone in nonunion plants or jointly from 
union and management in union plants) and to cases in which the WLB 
decided disputes between unions and management. 

The core of this program was the so-called Little Steel Formula. 
Basically, this formula provided that establishments which had not had 
an increase of 15 per cent in average straight-time hourly earnings since 
January, 1941 (equivalent to the rise in living costs between January, 
1941, and May, 1942), should be permitted to increase wages to this 
amount. It is noteworthy that wages were thus stabilized at this level 
without regard to increases in the cost of living which followed after 
May, 1942. 

Wages are, however, almost never, in the strict sense of the word, 
stabilized. Rather, wages are restrained.^* Thus, although the WLB 
stabilized basic wage rates in accordance with the Little Steel Formula, 
wages continued to rise throughout the World War II period. This 
happened because workers receive wage increases on account of promo- 
tions, by changing jobs, by receiving merit or length of service increases, 
or by alteration of piece rates. Then too, workers increased their earnings 
(without altering wage rates) by working overtime and by working eve- 
ning or night shifts for which a bonus or "shift differential” was paid. 
Finally, although wage rates were stabilized, the WLB permitted the 
institution and liberalization of fringe benefits such as vacations, holi- 
days, or health and welfare plans, and the WLB granted wage adjust- 
ments to eliminate inequities and substandards and to aid in war produc- 
tion. 


Dispute Cases versus Stabilization 

The War Labor Board was organized to settle disputes. Although 
the effect of wages on prices was never absent from its deliberations, the 
NWLB had, for the first 9 months after its inception in January, 1942, 
its attention focused almost entirely on the settlement of labor disputes. 
Then in October, 1942, it was handed the job of wage stabilization as 
well. 

To stabilize wages and settle labor disputes at the same time is both 

Clark Kerr, "Governmental Wage Restraints: Their Limits and Uses in a Mobilized 
Economy." Proceedings, Fourth Annual Meeting Industrial Relations Research Association, 
mi, p. 14. 
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conflicting and complementary. It is conflicting in that frequently a 
dispute could most easily be settled by ignoring stabilization. Quickie 
strikes during World War II frequently were strikes against stabilization 
rather than against the employer, who was often willing to pay higher 
wages but was not permitted to do so. If, however, stabilization were 
ignored in order to settle a dispute, obviously the way would be clear to 
circumvent stabilization simply by invoking a dispute.^^ 

Even though wage stabilization may be the cause of labor trouble, 
stabilization principles must guide the settlement of labor-management 
disputes if wages are to be stabilized. During World War II, the wage 
stabilization divisions of the regional and national boards played an 
important role in dispute cases as well as in voluntary wage-adjustment 
applications. 

Thus, typically, '*the wage issue of dispute cases was carefully 
analyzed by the Wage Stabilization Division after special tripartite 
panels or hearing officers had heard the disputes and submitted their 
reports and recommendations to the Board. The Division’s analyses con- 
tained a summary of the facts in the case and a statement of their relation 
to wage stabilization policy. The Board, in reaching its final decision, 
took into account these analyses as well as the panel and hearing officers’ 
reports and recommendations.”^® 

The closest co-ordination is, therefore, essential between wage 
stabilization and dispute matters, whether or not both are handled by the 
same agency. Such co-ordination can be more easily achieved by placing 
the responsibility for both in one organization, although it is not impossi- 
ble that two agencies could function with full co-operation and satis- 
faction. 

Effects of World War II Stabilization 

Figure 34 (p. 513) shows some results of World War II wage sta- 
bilization. According to the data presented therein the rise in the cost of 
living between January, 1941, and July, 1945, was approximately 33.3 
per cent. During the same period, basic wage rates increased about 24 per 
cent; straight-time hourly earnings, adjusted for employment shifts, 40.5 

15 por example, there was the case of the apparent friendliness of a union and a com- 
pany whose wage dispute was being considered, while it seemed evident that the parties were 
close to a meeting of the minds. Nevertheless, they refused a proposal to settle and to submit 
the matter as a voluntary application. Upon further investigation, it was discovered that they 
had already done so, and their proposed increase had been denied. The "dispute” had been 
arranged in an attempt to reverse the denial in the voluntary wage application. 

‘^^Termination Report of the National War Labor Board (Washington, D.C.: U.S, 
Government Printing Office, n.d.), Vol. I, p. 23. 
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TABLE 27 


Factors in Increases in Weekly Earnings, January, 194i-July, 1945 
(Manufacturing Industries) 

(Weekly Earnings, July, 1945 = 100 Per Cent) 



Amount 

Per Cent 

Weekly earnings, January, 1941 

Increase because of* 

$26.64 

58 

1. Changes in basic wage rates * 

2. Liberal administration of merit increases, piece 

6 22 

14 

rates, and changes in output of piece-rate workers* 

3. Changes in distribution of workers as between 
regions, occupations, and shifts; and changes m 
provisions for premium pay for overtime work 

2.17 

5 

and for work on extra shifts * 

4. Changes in distribution of workers as between 

2 10 

5 

industries * 

1.40 

3 

5. Extension of workweek j . ... 

4.85 

11 

6. Additional premium payment for overtime work. 

2.07 

4 

Weekly earnings, July, 1945 

$45.45 

100 


*At January, 1941, hours. 

fAt July, 1945, straight-time rates. 

Source • Termination Report of the "national War Labor Board (Washington, D.C. : U.S. 

Government Prinung Office, n d.), Vol. I, p 553. 

per cent; gross hourly earnings, 51.2 per cent; and gross weekly earnings, 
70.5 per cent.^^ 

In terms of spendable earnings, the increases were much less. In- 
flation control involves use of taxes and credit controls as well as of wage 
and price controls. The average worker supporting a wife and two chil- 
dren had increases in spendable earnings (real earnings less federal taxes) 
between January, 1941, and July, 1945, of 24 per cent; the average single 
worker saw his spendable earnings increase only 11.6 per cent. 

Table 27 sheds light on the composition of the increases in weekly 
earnings in manufacturing. Overtime, shift differentials which applied 
to shifts not continued after the military victory, and liberal adminis- 
tration of individual increases and promotions were generally reversible 
at the end of the war with the return to "normal” industrial relations. 
Hence, increases attributable to such factors were not a permanent cost 
to industry. This was one of the arguments for approving such items 
rather than for granting wage increases. 

Postwar Inflation 

On the basis of these data, a good case can be made that wages 
during World War II were stabilized about as well as could be expected. 

Partially perhaps because wages and prices were controlled well and 

p. 551. 



Changes in Wage Rates and Earnings of Manufacturing Industries and in Consumers’ Prices 

(January, 1941 = 100) 



* As adjusted for the President's Committee on the Cost of Living. 
Source: U. S. Department of Labor, Bureau of Labor Statistics. 
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decontrolled too fast, a dramatic wage-price spiral featured the imme- 
diate postwar years, pushing consumer prices up at a rapid rate. When it 
appeared that wages and prices were approaching stability, the Korean 
war began, and a new wage-price spiral commenced. 

WAGE STABILIZATION DURING THE KOREAN WAR 

At the inception of the World War II defense program in 1939, the 
United States had been through a decade of depression and had large 
unused resources of manpower and equipment. The inflationary impact 
of defense expenditures was slow, and there was time for trial and error 
to develop methods of controlling the impact. 

When the Korean war started in June, 1950, the United States had 
been experiencing a decade of war and postwar prosperity of unpre- 
cedented magnitude and full employment of manpower and equipment. 
The inflationary impact of the Korean war was immediate — but im- 
mediate more because of psychological rather than basic economic factors. 
For despite full employment, war expenditures in bulk did not occur 
until after the greatest price increases. 

When the Korean war started, everyone — consumers and producers 
alike — seemed to act as if they had played the role before. Goods were 
snapped up off the shelves, labor agreements were voluntarily reopened 
to grant wage increases, factories worked overtime trying to fill the ac- 
celerated demands, and prices shot up. Here was inflation resulting not 
from a shortage of supply relative to demand but because people ex- 
pected shortages to occur and because they expected prices and wages to 
be stabilized. Everyone seemed busy buying against a shortage which 
never occurred and raising wages and prices to get ahead of wage and 
price control which came too late. 

Although wage and price control legislation was enacted soon after 
the Communists invaded South Korea, President Truman's administra- 
tion did not invoke it until a serious wage-price spiral had already oc- 
curred. Once price and wage controls were invoked, the inflation halted 
its runaway course. In view of the psychological character of the inflation, 
and the lack of any genuine supply shortage relative to demand, it is 
logical to assume that the slowness to invoke controls was a costly mis- 
take. Once controls were invoked, however, they worked quite differently 
from those of World War II. 

The Wage Sfabilizafion Board 

Wage stabilization during the Korean war was administered by the 
Wage Stabilization Board. Whereas the War Labor Board of World 
War II was created as an agency with power to act only in dispute cases 
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and then later was granted authority over voluntary wage adjustments, 
the Wage Stabilization Board was created to control voluntary wage ad- 
justments and then later was given limited control over dispute cases. 
Although a dispute case — the Steelworkers-Big Steel controversy — just 
about put the finishing touches on the work of the Wage Stabilization 
Board, most of the controversies before the WSB were cases in which 
employers and unions joined forces in an endeavor to obtain special 
consideration. 

The approach of the War Labor Board of World War II, in general, 
was to set policy on the basis of its decision in individual cases, par- 
ticularly dispute cases. Thus we have already noted that the basic stabili- 
zation doctrine — the Little Steel Formula — ^was arrived at in that fashion. 
The approach of the Wage Stabilization Board was quite different. After 
wages and prices were temporarily frozen on January 25, 1951, the WSB 
began promulgating regulations governing the conditions under which 
such increases as merit, length of service, promotion, inequity, etc., could 
be granted without specific WSB approval. Unions and managements 
who wanted permission for larger increases than allowed by the general 
regulations then had to request specific permission from the WSB. As 
requests were granted, general regulations were changed so that although 
initial policy was set by general regulation, specific cases modified the 
regulations and resulted in new ones. 

In a real sense, the wage stabilization picture during the Korean 
war resembled a game of leapfrog. A general regulation was laid down 
which set a permissive wage increase ceiling. A special case came up, and 
the increase permitted jumped the ceiling. Soon after the price-wage 
freeze on January 25, 1951, these 'leaps’' proceeded rapidly; then for a 
while they slowed down. In the end they took one big leap — the steel 
case — then wage stabilization virtually collapsed. Wage controls were 
anything but a conspicuous success during the Korean war. 

ANALYSIS OF WAGE CONTROLS OF WORLD WAR II 
AND OF KOREAN WAR 

Why did wage controls work quite differently during World War II 
than during the Korean war.^ There are several reasons grounded in 
the different character of the times and of unions and employers during 
those times. 

Different Economic and Psychological Conditions 

We have already noted some of the different economic and psycho- 
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logical conditions of the two periods. The slow start of the defense 
program in 1939, the background of a depression decade, and the lack 
of personal and business income savings and borrowing capacity all 
prevented inflation from getting a running start. In contrast was the 
Korean war period: a background of a prosperity decade, with plenty 
of personal and business income savings and borrowing capacity, all of 
which could (and seemingly was) put to use to bid prices up. 

Equally if not more important than economic conditions were the 
different psychological conditions of the two periods. World War II was 
an all-out effort, psychologically. Contributing to inflation was un- 
patriotic. Nearly everyone was involved emotionally in the war effort. 

The Korean war was a partial effort, psychologically and emotion- 
ally as well as economically and militarily, especially as soon as the hopes 
for easy victory faded. Under those conditions, concern with the general 
problem of inflation was decidedly secondary in most peoples’ minds. 
The psychological reaction to the outbreak of the Korean war — ^buying 
and bidding up prices and wages so as to be in the best possible economic 
position when controls were imposed — is the best indicator of the pub- 
lic’s (including businesses’ and unions’) reaction to controls at that time. 

The Changing Character of Labor and Management 

As different as were economic and psychological conditions during 
World War II and the Korean war, they were no more different than 
were the attitudes of management and labor. During World War II, 
management still fought unions on the prime issues of wages, fringes, 
and union security. Indeed, management of the early 1940’s can truly 
be said not to have accepted unions as a permanent institution. Conse- 
quently, management fought unions hard on the crucial issues of wages. 
It appears quite clear in retrospect that wage stabilization succeeded so 
well during World War II because employers feared that wage increases 
would be ruinous to them and therefore supported stabilization. 

Management’s fight on the wage front during World War II was 
strengthened by the belief among employers that they could not expect 
to obtain a fair profit from a price control agency and the Democratic 
administration. Consequently, if they yielded on wages, employers ex- 
pected price lids would be maintained, and they would be caught in 
a price-wage squeeze. 

By the time the Korean war broke out, managements, especially of 
large companies, had found that they could live with unions even with 
large wage increases, fringes, and the granting of union security. Conse- 
quently, these employers were more interested in labor peace than in 
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wage stabilization. The president of General Motors argued before the 
Wage Stabilization Board against freezing the cost of living and annual 
improvement increases in his agreement with the United Auto Workers 
at least as vehemently as did the president of the UAW. 

Moreover, experience had convinced employers that the govern- 
ment would give them a square deal on prices, even if the government 
were not of their political choice. By the Korean war, there was little 
fear of a price-wage squeeze in business circles}^ 

The unions of the Korean War had changed since the beginning of 
World War II as much as employers. At the start of World War II, 
unions were new in most industries, insecure and unaccepted. They 
gladly accepted union security in place of wage increases, and then 
fringes to keep wage rates stable. During World War II, unions were 
feeling their way and gaining acceptance. 

By the time the Korean war began, unions had gained acceptance, 
security, fringes, and large wage increases after surviving the postwar 
labor strife rather handily. Being responsive to their membership, unions 
saw no answer but wage increases to offset the effects of rising prices on 
union members. With management anxious to co-operate, the unions 
obtained what they wanted. 

' ‘Stabilization ' by Big Bargains 

During World War II, the government acting through the War 
Labor Board, a tripartite agency, composed equally of labor, manage- 
ment, and public representatives, established its stabilization norm — the 
Little Steel Formula — and stuck to it with some yielding on the fringes. 
The then current war, economic and psychological situations, and the 
prevailing character of labor and management relations made that 
possible. 

During the Korean war, the government adopted no such inde- 
pendent position. Essentially what the Wage Stabilization Board did was 
”to take the top national bargains [especially the UAW-General Motors 
Agreement] and turn them into governmental policy.’'^^ When a bargain 
exceeded such policy, it was sometimes turned down, but often approved 
as a special case. The then current war, economic and psychological 
situations, and the prevailing character of labor and management rela- 
tions again made that possible. 

The effect of stabilizing at Big Bargain levels, as the Korean war 
WSB did, is undoubtedly to push wages of some companies higher than 

IS Kerr, op. cit. Our discussion owes much to Professor Kerr. 

19 Ibid. 
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would otherwise have occurred. For once the top limits are set, unions, in 
response to the membership, push for the limit. It would probably be 
accurate to state that the Korean war stabilization program was not only 
started too late but was also maintained too late. For after the institution 
of controls stopped the psychological inflation, they tended more, in the 
absence of serious supply-demand disequilibria, to push wages up to the 
Big Bargains rather than to keep them stabilized. 

The Future 

How effective can controls be in a future crisis ? It all depends on the 
existing situation — ^war, economic and psychological, and the then cur- 
rent labor and management relationship. About the former, little can 
be predicted. About the latter, it may be assumed that labor-management 
relationships are not likely to revert to the World War II situation but 
will more likely approximate that of the Korean war. It is difficult to 
imagine, therefore, stabilization stricter than that based on Big Bargains, 
unless the country is faced with an obvious struggle for survival. Then a 
stricter control policy would probably be adopted. 

QUESTIONS FOR DISCUSSION 

1. Discuss the theoretical effects of a minimum wage upon employment. How did 
the actual results of the 2 5 -cent minimum in 1938, the 7 5 -cent minimum in 
1950 compare with the consequences predicted by economic theory? 

2. Compare wage stabilization policies of World War II and of the Korean war 
period. What were the basic reasons for the difference in approach ? 

3. Discuss the pros and cons of a differential for the South under the minimum 
wage law. 

SUGGESTIONS FOR FURTHER READING 

Kerr, Clark. * 'Governmental Wage Restraints: Their Limits and Uses in a 
Mobilized Economy,” Proceedmgs, Fourth Annual Meeting Industrial Rela- 
tions Research Association, 1931. 

A realistic analysis of wage stabilization by an economist who served on 
both the War Labor Board and on the Wage Stabilization Board. 

"The Consequences of Minimum Wages,” Proceedings of Ninth Annual Meet- 
ing of Industrial Relations Research Association, Cleveland 1936, pp. 154-95. 

A full discussion of all points of view on the economics of minimum 
wages by five analysts. 
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THE SHORTER WORKWEEK 


At the beginning of the nineteenth century, the situation 
of the working class in England was at its worst: hours of work were 
prolonged,^ wages were at an extremely low level, and laws protecting 
labor were practically unknown. These intolerable conditions led many 
reformers and socialistic writers to attack the capitalistic system which 
seemed to them to condemn the worker to ever-increasing degradation 
and poverty. Thus Karl Marx wrote: Within the capitalist system, all 
methods for raising the social productiveness of labour are brought about 
at the cost of the individual labourer. ... It follows, therefore, that in 
proportion as capital accumulates, the lot of the labourer, be his pay- 
ment high or low, must grow worse.'’^ 

How far the critics erred in their prognostications is indicated by the 
spectacular growth of real wages in England and in the United States, 
the two capitalistic economies in which capital accumulation has been 
most rapid. In England, real national income per capita of occupied 
population practically doubled from 1850 to 1930.^ In the United States, 
real wages increased by six times from 1840 to 1950.^ 

ROLE OF COMPETITION 

What critics of capitalism have overlooked is that a system of free 
enterprise tends to assure labor a rising level of real wages in the long 
run. The regulator which ultimately transmutes business profits into ris- 
ing labor income lies in the mechanism of the competitive market for 

1 By comparison with other countries, hours standards in England were relatively 
good. In 1840 the average working week was estimated at 69 hours in England, 78 in United 
States and France, and 83 in Germany. Encyclopaedia of the Social Sciences, Vol. IV, pp. 
480-81. 

2 Karl Marx, Capital (Chicago: Charles H. Kerr & Co., 1926), Vol. I, pp. 708-9- 

^ Colin Clark, 7he Conditions of Economic Progress (London: Macmillan & Co., Ltd., 
1940), p. 83. 

^ Data from U.S. Bureau of Labor Statistics. 
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goods and services. That individual employers may be reluctant and even 
obdurate v^hen it comes to raising money wage rates is immaterial. Em- 
ployers are likewise reluctant to reduce prices, but the force of competition 
in the market compels them to do so. And it is through this secular reduc- 
tion in prices^"’' and improvement of the quality of goods that labor, along 
with all other groups in a competitive society, shares in the gains of 
increasing productivity attributable to technological advance. 

It is true that the price mechanism has not worked perfectly. Mo- 
nopoly power, administered rigid prices, artificial tariffs — these are some 
of the more familiar impediments which have jammed the distributive 
process. But these imperfections have chiefly resulted from compromise 
of the fundamental principle of free competition rather than from a fail- 
ure of that principle itself. And the undeniable fact remains that despite 
restraints and interferences with competition, real wages in the United 
States have risen to levels higher than in any other country in the world. 

If labor has been able to maintain and increase its real wage at the 
same time that hours of work have been diminished, the explanation must 
be sought in the contribution of the silent partner in the business of in- 
creasing labor productivity — the machine. Capital per worker in manu- 
facturing rose from about $557 per worker in 1850® to nearly $1,400 per 
worker in 1956.”^ 

Until 1933, when organised labor was given the stimulating tonic 
of the New Deal, unions exerted comparatively little influence in the 
labor market. From 1897 to 1916 average trade-union membership never 
exceeded 3 million for the whole nation; the average membership be- 
tween 1918 and 1934 was only about 314 million. Except for a brief 
spurt in membership during and following World War I, only about 10 
per cent of organizable employees were members of unions from 1910 to 
1930. Yet, as we have seen, this same period witnessed a substantial in- 
creases in the level of real wages. It is apparent, therefore, that the pres- 
sure of union demands is not an essential condition for a rising real wage 
level. This does not mean, however, that individual bargaining affords 
full protection for the worker, nor that collective bargaining is unneces- 
sary. Indeed, as will appear in following discussions, there is some evi- 
dence that pressure by organised labor is necessary to achieve a shortening 

5 Technological progress, by increasing the demand for labor, may also induce em- 
ployers to offer higher money wages to obtain more labor. But even if employers resisted 
this tendency, real wages would still rise because of the increased output at lower cost of 
production. 

^ W. I. King, The Wealth and Income of the People of the United States (New York: 
Macmillan Co., 1917), p. 145. 

Business Record, November, 1956, p. 470. 
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of the workweek. Moreover, it is clear that increases in real hourly earn- 
ings are only one objective of union activity. Even if unions were power- 
less to alter the rate of increase in real wages, they could still perform 
valuable services for labor by introducing law into industrial relations 
and making for a more orderly application of mechanical improvements. 

Union wage pressure may change the form in which rising real 
income is enjoyed — that is, union organization is likely to translate in- 
creasing productivity into rising money wages with near stable prices, 
whereas in a nonunion economy the gains of productivity are perhaps 
more likely to be distributed in the form of falling prices and stable 
money wages. But regardless of the nature of their ultimate manifesta- 
tion, real wages in a capitalistic society have shown a long-run tendency 
to rise as a result of the individual efforts of employers to secure a maxi- 
mum profit. 

Competitive Tendency toward Shorter Hours 

Can the same sanguine result be predicted with regard to shortening 
of the hours of work.^ Is there any long-run tendency in a capitalistic 
society toward shorter hours of work, or have the gains which have been 
scored in this direction been obtained largely through governmental regu- 
lation and the concerted efforts of organized labor ? 

An important theoretical distinction suggests itself: the twin objec- 
tives of higher real wages and shorter hours are not attained by the same 
economic paths. A hypothetical example will make this clear. Assume 
an economic society in which the labor market is composed of individual 
pools of labor with zero mobility between the various pools. (This might 
be the case if industry were located exclusively in small towns which 
workers were loath to leave even if wage rates were considerably re- 
duced.) Assume further that each pool of labor is dependent for employ- 
ment on one employer who takes advantage of his position by paying 
wages below the marginal revenue productivity of his workers and by 
maintaining this low wage level despite rising labor productivity inci- 
dental to technological progress. Under even these highly unrealistic as- 
sumptions, heavily weighted against labor, real wages would nevertheless 
show a tendency to rise, since the level of real wages is determined not 
only by competition in the labor market but also by competition in the 
product market; and workers, even though deprived of the ability to ob- 
tain their full marginal-productivity wage, are not thereby deprived 
of the full bargaining power which they exercise in their roles as con- 
sumers and final arbiters of the competitive process. 

But does this twofold mechanism operate to reduce hours of work 
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as it does to increase real wages ? Suppose that as technological progress 
reduces unit costs, the employers in our hypothetical economy refuse to 
reduce hours of work and continue to work their employees the same 
hours as before. It is obvious that this will result in a greatly augmented 
output, consequent falling prices, and rising real wages. But there would 
seem to be no economic necessity that hours be reduced, except possibly 
as workers voluntarily agree to share work to relieve the burden of tech- 
nological unemployment. 

The conditions of this example are, of course, highly artifical. In 
reality, labor is not so immobile and employers are not free to dictate 
work hours. Consequently, as capital accumulation increases the demand 
for labor, competitive bidding by large and small enterprises for the 
services of labor tends not only to raise their real wages but also, to some 
extent at least, to reduce the hours of work. The employer who makes 
the most attractive wage and hour offer will attract the best workers, and 
this motive has inspired many farseeing industrialists to champion the 
cause of the shorter workweek. 

Nevertheless, examination of the history of the shorter-hour move- 
ment in the United States suggests that the purely competitive tendency 
toward shorter hours has evidenced itself with much less vigor than the 
tendency toward higher real wages. Indeed, as late as 1922, the steel 
industry — the basic industry of our twentieth-century economy — ^had so 
far resisted any trend to shortening of hours that the 12-hour day con- 
tinued to be customary practice in the mills, due, in part, to the large 
proportion of immigrants in the labor force. In 1919, the year that 
300,000 steelworkers struck in vain for the elimination of the 12-hour 
day, average weekly hours were 68.7, and an estimated 52.4 per cent of 
United States Steel Corporation employees were on a 12-hour shift.® As 
late as May, 1923, the American Iron and Steel Institute declared that 
elimination of the 12-hour day was not feasible, but adverse public 
opinion finally compelled the industry to reverse itself. 

The Technological Basis for Shorter Hours 

As a historical development, shortening of hours of work has in- 
volved a dual process. On the other hand, certain factors have made 
possible a shortening of working time without any impairment in the 
standard of living of the mass of workers. On the other hand, certain 
forces have been most active in translating this possibility into reality. It 

®M. C. Cahill, Shorter Hours (New York: Columbia University Press, 1932), pp. 
211, 215; and Commission of Inquiry, Inter-Church World Movement, Report on the Steel 
Strike of 1919 (New York, 1920), pp. 49, 71. 
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will be convenient to consider the history of the shorter-hour movement 
from these two points of view. 

As far as the real basis for shorter hours is concerned, there can be 
little room for argument. Union organization alone certainly can claim 
no magic elixir by which it can create shorter hours for labor with undi- 
minished real weekly earnings. Of course, through bargaining power, 
unions can obtain shorter hours of work with undiminished money earn- 
ings; but this will simply produce a general rise in unit labor costs and 
prices throughout the economy. The reduction in hours of work, unless 
compensated by increased labor effort, will diminish the total aggregate 
of real output. Consequently, even if labor's money earning is maintained, 
the decline in production and rise in prices will reduce labor's real wage. 

The statement is sometimes made that the increasing productivity 
of labor has made possible a shortening of hours of work over the years. 
Does this mean that employees by and large work harder or put forth 
more effort today than they did 50 years ago 7 Or are workers more pro- 
ductive today because the labor force on the average has a higher degree 
of skill ? Neither of these possibilities affords the real explanation for the 
growth in labor productivity. Indeed, the term 'labor productivity" is 
something of a misnomer. Actually, as noted in Chapter 15, it is simply 
a statistic obtained by dividing ouput by man-hours worked. The fact that 
the resultant quotient is termed ^Habor productivity" should not be inter- 
preted as implying that labor, rather than other factors, is responsible for 
any increase in the value of the figure. Rising labor productivity is largely 
a manifestation of the joint contribution of increasing capital, improved 
managerial technique, and scientific advance. ^ 

Shorter hours and higher pay in American industry have resulted 
from application of laborsaving machinery and improved production 
methods which have enabled the American worker to produce greater 
quantities of goods in less time than workers in any other country of the 
world. As already noted, capital per worker in manufacturing rose from 
about $557 per worker in 1850 to nearly $1,400 per worker in 1956.? 
Capital per worker thus has been growing at the rate of about 2 per cent 
per year. At the same time, output per worker has been increasing between 
2 and 3 per cent per year,^® Labor in the aggregate has become more pro- 
ductive because it has been used in roundabout "capitalistic" processes 
to fashion tools and build machines^^ rather than to concentrate on con- 

^ See above, p. 520. ' 

S. H. Slichter, The Challenge of Industrial Relations (Ithaca, N.Y.; Cornell Upl- 
versity Press, 1947), p. 77. 

11 See E. von Bohm-Bawerk, Positive Theory of Capital (New York: G. E, Stechert & 
Co., 1930), for the classic exposition of this process. . 
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sumers goods and leave labor to work unaided by technology. Science 
and saving are the two partners which have set the technological basis 
for shorter hours in industry. 


HISTORY OF THE SHORTER-HOUR MOVEMENT 

The second aspect of the hours problem is subject to more contro- 
versy. Capital accumulation has made possible the shortening of hours, 
but would it have materialized had it not been for the agitation of organ- 
ized labor and liberal groups, and the legislation of state and federal 
governments ? According to one writer on labor problems, most employers 
have shortened the workday or workweek only under some sort of com- 
pulsion— from the state, their fellow employers, or unions.^^ We have 
already noted that the competitive tendency toward shorter hours may 
manifest itself with somewhat less vigor than the tendency to higher real 
wages. Does the historical development of the shorter-hour movement in 
the United States shed any light on this problem ? 

' One of the earliest manifestations of the shorter-hour movement 
was in the form of a resolution adopted by the journeymen carpenters of 
Philadelphia who in 1791 declared that a day’s work should last only 
from 6 A.M. to 6 p.m. But the mores of an agricultural society accustomed 
to labbr from dawn to dusk — and believing that idle time was an invita- 
tion to the devil — had too strong a grip on the young industrial com- 
munity. As a consequence the 14- to 1 6-hour workday continued to be 
commonplace. The various trade-union societies, however, continued 
to agitate for shorter hours; and in 1840, as a result of their successful 
lobbying. President Van Buren signed the bill establishing the 10-hour 
day in government navy yards. This lead, however, was not quickly fol- 
lowed by industry. In some localities, the building trades and other crafts- 
men secured the 10-hour day in 1845, but with the exception of these 
skilled trades and child labor legislation in certain states, the 12-hour 
day continued to be the rule until the Civil War. 

The period following the Civil War was marked by special interest 
in shortening the hours of work. The postwar depression had produced 
unemployment which was further aggravated by the return of soldiers to 
their civilian occupations. The growth of the national unions during this 
period provided a medium by which labor’s fears could be made articu- 
late. In the 1880’s, the shorter-hour movement received a strong impetus 

C. R. Daugherty, Labor Problems in American Industry (New York: Houghton 
Mifflin Co., 1941), p. 196. 
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from the sponsorship of the Knights of Labor, which at the peak of its 
power succeeded in obtaining the 8-hour day for more than 200,000 men. 
However, the gain was only temporary. With the demise of the Knights, 
the 10-hour day again became customary, except for certain strategically 
situated workers who were able to use their bargaining power to secure 
shorter hours. Thus, not long after the formation of the American Fed- 
eration of Labor, the carpenters and bricklayers won the 8-hour day in 
many cities; and in 1916 the Big Four Railroad Brotherhoods, by threat- 
ening a nation-wide tie-up, secured passage of the Adamson Act guaran- 
teeing the 8-hour day for operating crews of railroads. 

The high demand for labor during and immediately following 
World War I was reflected in reduced hours as well as in higher money 
wages. Average hours in all manufacturing fell from 55 hours in 1916 to 
51 hours in 1920, the most rapid gain secured in the shorter-hour move- 
ment up to that time.^^ In 1919 the spectacular strike against the 12-hour 
day in the steel industry mobilized public opinion behind the shorter-hour 
movement, but it was not until 1923 that the steel industry finally suc- 
cumbed to this pressure and introduced three 8-hour shifts. In 1926 the 
American Federation of Labor adopted a resolution in favor of the 5'day 
workweek, and in 1927, Henry Ford inaugurated the 5-day work-week in 
all his plants. By 1929 the 8-hour day was firmly established in American 
industry, although the average workweek continued to be 6 days. 

The mass unemployment of the great depression brought new 
urgency to the shorter-hour movement. Labor viewed the shorter work- 
week as a means of spreading available jobs over more persons and thus 
reducing the volume of unemployment. In some industries, the larger 
manufacturers were interested in finding a means of compelling small 
competitors to go along in a program of shorter hours and curtailed out- 
put. The result was the NRA with its industry codes. Under these codes, 
the 44-hour week was established in most industries and an important 
minority — among them electrical equipment, men's and women's cloth- 
ing, coal, fur, petroleum refining — established the 36-hour week. It is 
estimated that as a result of these provisions, most employees covered 
by the codes received reductions in hours ranging from 8 to 10 hours a 
week.^^ With the passage of the Public Contracts (Walsh-Healey) Act 
in 1936 and the Fair Labor Standards Act in 1938, the effect was to make 
the 40-hour week standard by October, 1940, for most workers engaged 

p. Douglas, Real Wages in the United States^ 1890-1926 (New York: Houghton 
Mifflin Co., 1930), p. 116. 

1^ Technology in Our Economy, TNEC Monograph No. 22 (Washington, D.C., 
1941), pp. 167-68. 



526 


ECONOMICS OF LABOR RELATIONS 


FIGURE 35 

Average Weekly Hours in Manufacturing, Coal Mining, 
AND Steam Railroads during Two Wars 
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in interstate commerce. Hours worked above the maximum o£ 40 hours 
were required to be remunerated at time and a halfd^ 

The requirements of war production forced the first upward shift 
in the trend of hours. In contrast to the period of World War I, which 
saw hours reduced, the period of World War II was marked by a sharp 
increase. (See Figure 35.) 

The wartime interruption of the downward trend in hours, however, 
was only temporary. Throughout World War II, the overtime provisions 
of the Fair Labor Standards Act remained in effect, and time and one half 
was paid for all work in excess of 40 hours a week. When hostilities 
ended, the 40-hour week again became the standard. Moreover, industries 
which were not covered by the hours provisions of the FLSA, such as air 
transport in 1945, railroads (nonoperatingemployees) in 1949, and some 
units of retail trade, went on the 40-hour week for the first time. 

The 5 -day week covered about 90 per cent of American industrial 
workers in 1956. A sizable percentage of American workers, especially 
those employed in offices in large cities, were actually working less than 
40 hours by 1956 (see Figure 36) . 

Other Federal Hours Legislation 

Besides the general hours regulations contained in the Public Con- 
tracts and Fair Labor Standards Acts, there are a number of federal laws 
relating to specific groups. There is, first, the Law of 1892, which estab- 
lished the 8-hour day for laborers and mechanics employed on public 
works whether these employees work directly for the government or for 
a private contractor.^® Then there are a number of laws which limit hours 
of transportation employees. The Hours of Service Act of 1907 prohibits 
the employment of railway operating crews for more than 16 hours in 
24,^^ and the Adamson Act of 1916 gave these employees the 8-hour 
day.^^ 

A long series of laws affecting working conditions of seamen cul- 
minated in provisions regulating seamen’s hours aboard ships in the 
Merchant Marine Act of 1936.^^ The Motor Carrier Act of 1935 limits 
over-the-road motor truck operators to a 10-hour day.^® And the Civil 
Aeronautics Act of 1938 limits the actual flying time of pilot crews of 

See Chapter 17 for details of these laws. 

U.S. Code, title 4d, secs. 321-26. 

TJ-S. Laws, 1906-1907, c. 2939. 

XJ.S. Laws, 1916, c. 436. 

19 46 U.S.C.A., sec. 673. 

2049 Stat. 546 (1935). 
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Average hours worked or paid for comprise the workweek shown here. Hours include 
me for holidays, vacation, and sick leave. Premium overtime is that portion of average 
;ekly hours in excess of regular hours and for which premium payments were made. If an 
iployee works on a paid holiday at regular rates and is paid his holiday pay plus straight- 
ae pay for hours worked that day, no overtime hours would be reported. 

Source Bureau of Labor Statistics. 

Copyright, 1956, by The Conference Board, 460 Park Avenue, New York 22, N.Y. 

Reprinted from Road Maps of Industry, No, 1089 (November 9, 1956) . 


heduled air lines to 85 hours a month for domestic operations, 350 
)urs in any 40 days, and 1,000 hours a year for international operations.^^ 

State Legislation 

State legislation regulating hours of work predominantly affects 
omen and minors, or is limited to occupations which are either hazard- 

Public Law No. 706, 75th Const., sec. 401 (2). 
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ous to employees or to the consuming public. Thus, all but five states^^ 
place restrictions on the daily or weekly hours of work for women. The 
average daily limits are 8 to 10,^^ the weekly limits from 44 to 60, with 
48 prevailing.^^ Some of these state laws provide for an absolute limit 
rather than for payments for overtime, but usually industries or occupa- 
tions where overtime is a usual factor are either exempted by law, or by 
administrative action, or the limits are so high as not to be restrictive. In 
addition, twenty states and the District of Columbia require a day of rest 
in seven.^^ Sixteen states, the District of Columbia, and Puerto Rico pro- 
hibit, and two others regulate, night work for women.^® Twenty states, 
the District of Columbia, and Puerto Rico regulate meal hours for 
women.^”^ 

Only two states limit the hours of work generally. Mississippi sets 
a 55-hour week limit and a 10-hour day. Oregon provides for a 10-hour 
day and permits 3 hours overtime at time and one half the wage rate. 

In addition, eleven states regulate the hours of work of men in cer- 
tain factory employments,^® and most states with mines regulate the hours 
of work underground. Finally, most states regulate hours of work on 
public transportation and on public works. 

BASIC FACTORS AFFECTING THE TREND TOWARD 
SHORTER HOURS 

This brief historical survey suggests that three classes of factors 
have influenced the movement toward shorter hours of work in American 
industry. The first may be called "'social,’' including the impact of habit 
and custom. The mores inherited from a primarily agricultural pioneer- 

22 Indiana, Alabama, Florida, Iowa, and West Virginia. Indiana prohibits night work 
by women in factories. 

23 The exceptions are Texas, South Carolina, Tennessee, and New Hampshire, which 
for some employment permit work from 10 to 12 hours. 

24 Oregon’s limit is 60 hours, but state wage and hour commission may set a lower 

limit. 

25 Arizona, Arkansas, California, Connecticut, Delaware, Illinois, Kansas, Louisiana, 
Massachusetts, New Hampshire, New Jersey New York, North Carolina, North Dakota, 
Ohio, Oregon, Pennsylvania, South Carolina, Washington, and Wisconsin. 

26 California, Connecticut, Delaware, Indiana, Kansas, Massachusetts, Nebraska, New 
Jersey, New York, North Dakota, Ohio, Pennsylvania, Rhode Island, South Carolina, Wash- 
ington, and Wisconsin prohibit, and Maryland and New Hampshire regulate night work. 

27 Arkansas, California, Colorado, Delaware, Illinois, Indiana, Kansas, Kentucky, 
Louisiana, Maine, Maryland, Massachusetts, Nebraska, Nevada, New Jersey, New Mexico, 
New York, North Carolina, North Dakota, Ohio, Oregon, Pennsylvania, Rhode Island, Utah, 
Washington and Wisconsin. 

23 Arizona, Missouri, Montana, Colorado, Nevada, New Jersey, New York, Georgia, 
Maryland, South Carolina, and Oregon. 



530 • ECONOMICS OF LABOR RELATIONS 

ing community undoubtedly contributed to the view, so prevalent during 
the early years of the struggle for shorter hours, that work was a blessing 
and that long factory hours were a virtue rather than a vice. Similarly, 
the mixing in the labor market of immigrants with habits of work in- 
herited from industrially backward nations rendered large masses of the 
working population relatively indifferent to the shorter-hour movement. 

The second factor has been the influence of governmental legisla- 
tion, both state and federal. Legislative regulation of hours has been of 
importance, particularly in recent years with NRA, Walsh-Healey, and 
the Fair Labor Standards Act all contributing substantially to hours re- 
duction. State legislation has been an important factor in reducing the 
hours of work of women and children. 

The third type of factor which has affected the shorter-hour move- 
ment is the economic, which may be classified further into four compo- 
nents: (a) the bargaining strength of labor; (b) the bargaining strength 
of employers; (c) the type of employment; and (d) the general level of 
economic activity. Thus we have seen that labor in the skilled building 
trades, by virtue of its strategic bargaining power, has constantly been 
able to win shorter hours well in advance of the national trend. On the 
other hand, where labor has been relatively unskilled and unorganized 
and has been confronted by large and powerful aggregations of capital — 
as in the steel industry — ^hours have remained long behind the general 
trend. 

The record of particular industries in the movement toward shorter 
hours is, of course, in large part a reflection of peculiar technological and 
demand conditions associated with certain types of employment. Thus, 
one might expect that seasonal industries, where spoilage and other 
factors require peak production during a relatively short period, would 
encounter greater difficulty in reducing hours of work than the building 
industry. And, finally, the frequent recurrence in our industrial develop- 
ment of depression periods with large-scale unemployment has probably 
tended to organize public opinion behind the shorter-hour movement as a 
means of reducing unemployment. 

The Role of Unions 

Prior to 1932, the role of unions in winning shorter hours was 
limited. Nevertheless, unions did win shorter hours for certain key groups 
more rapidly than for workers generally, and unions certainly must be 
given credit for dramatizing the hours issue. But it appears that the 
competitive market mechanism deserves the prime credit for hours re- 
duction prior to the New Deal era. 
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After 1932, unions played an increasingly important role in aflFect- 
ing the movement of hours, not only directly but indirectly through their 
lobbying in behalf of the Fair Labor Standards Act of 1938 and other 
more specialized legislation. Moreover, in most industries unions now 
require premium pay for week-end work, whether or not the number of 
hours exceeds 40 per week. This is a most ejEfective method of curtailing 
any managerial propensity to add the week end to the work schedule. 

Unions may also be expected to be a major influence in any future 
reductions in the workweek below the standard of 40 now required under 
the Fair Labor Standards Act. Nevertheless, the largest group of workers 
in 1957 whose regular hours were below 40 were the overwhelmingly 
unorganized white-collar workers in large metropolitan areas. Here again 
competition, not unionism, was the basic causative agent. The shortage 
of clerical help and the long commuting time now so typical of suburban 
living have combined to force these hours reductions in order to staff 
offices. Hours of 9 a.m. to 5 p.m. with an hour off for lunch now prevail 
in the big city office. 

Some of the current union demands for a shorter workweek are 
aimed at meeting the new white-collar metropolitan office standards. 
Others appear aimed at a longer day with the 3-day week end. The union's 
demands, however, have one significant difference with the aforemen- 
tioned white-collar situation — the unions appear more interested in re- 
ducing the point at which premium pay begins to something below 40 
hours and then working the same total hours with resultant higher take- 
home pay than in just confining work to 9 a.m. to 5 p.m. or to Monday- 
Thursday. Before looking at the union position in detail and discussing 
its implications, let us examine the arguments advanced for shorter hours. 

THE ARGUMENTS FOR SHORTER HOURS 

The proponents for shorter hours generally base their arguments on 
four principal contentions: (1) the health of the population will be im- 
proved by a shorter workweek; (2) shorter hours mean increased leisure, 
which is not only good in itself but also will permit workers to purchase 
and enjoy the products of industry; (3) shorter hours will increase worker 
efficiency enough to offset the loss in work time; and (4) shorter hours 
are necessary to insure full employment. 

1. HEALTH AND LEISURE 

Shorter hours have frequently been advocated as a health measure. 
It is on this basis, for example, that the regulation of hours for women 
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and the regulation of hours in dangerous trades primarily rest. Regula- 
tion of hours in transportation is also partly based on this argument, al- 
though here it is the health and safety of the consumer as well as that 
of the worker which is protected. 

The arguments based on health are more applicable to a longer 
workweek than 40 hours. Consequently, the proponents of a workweek 
shorter than 40 hours do not use the health argument much except in the 
cases of particularly dangerous or strenuous trades or occupations. 

The effect of hours of work on the accident rate has been the subject 
of a number of studies, but these studies have two distinct limitations. 
First, no definite measurement is utilized by the studies, especially in com- 
paring different types of work which subject workers to different risks of 
injury and different degrees of physical exertion and nervous strain. Sec- 
ond, the studies pertain to situations in which the workweek was length- 
ened over a previous standard which was at least 40 hours. In general, 
the results of these studies indicate a direct correlation between increased 
hours and accident rates, especially when the hours worked are increased 
beyond 50 per week and 10 per day. 

It should be noted, however, that the effect of increasing hours from 
a previous norm is something different from the effects which might occur 
from decreasing hours from a given norm. For example, if hours were 
reduced from 40 to 30, there is no proof that the accident rate would fall 
to any appreciable degree. On the other hand, if workers were accus- 
tomed to 30 hours, and the workweek were suddenly increased to 40, 
adverse effects on the accident rate might well occur. This could happen 
because the living habits of people would be upset, meaning unsteady 
nerves and reduced alertness to accident hazards. Also it is possible that 
the tempo of production would be increased under a 30-hour week. The 
effect of an increase in hours from 30 to 40 could then induce excessive 
fatigue and more accidents. 

2 . PURCHASING-POWER THEORY 

Organized labor has traditionally put forth the argument that in- 
creased leisure with earnings maintained would permit workers the time 
to spend more as consumers and thus would bolster the economy. It has 
also been maintained that more leisure would be helpful in encouraging 
citizens to participate in political and civic affairs, but this argument is 
not used as often today as in former years when hours of work exceeded 
40. 

During recent years, it has been customary for union leadership to 
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overemphasize the purchasing-power theory of the business cycle. Obvi- 
ously if workers were employed 12 hours a day, they would not have 
much time to do anything else besides eat and sleep, and they would not 
make very good customers for that part of the industry which does not 
produce absolute necessities. Since only a very small portion of industry 
produces these absolute necessities, it is also obvious that demand must 
exist for the miscellaneous luxuries, semiluxuries, and other things which 
make up America’s high living standards. Shortening the working day, 
so long as it does not impair earnings, may make workers better customers 
for these essentials and nonessentials of modern capitalistic production. 

Certainly, as Figure 37 shows, the 5-day week and shorter working 
hours have greatly expanded spending for leisure. Moreover, the em- 
ployee who works shorter hours receives a greater saturation of advertis- 
ing over radio, television, and other media, and this may make him more 
desirous of spending to "keep up” or to enjoy the latest conveniences or 
luxuries. 

But how much more the average worker will spend on consumption 
goods if his hours are reduced below 40 is not easy to determine. Since 
the average worker spends the bulk of his income on consumption goods, 
it may well be that he is about as good a customer for the nonessential 
items of industrial production as can be expected. Moreover, this leisure 
argument assumes, first, that the increased costs resulting from decreasing 
the hours will not adversely affect employment and therefore, in turn, 
adversely affect consumer expenditures; and, second, it also assumes the 
shorter-hour movement will not be simply a device to increase overtime 
pay. Where actual hours are not reduced but merely made more expensive 
by penalty overtime payments, the increased leisure argument is irrele- 
vant; for here the workers’ take-home pay, not the workers’ leisure, is 
increased. 

3. EFFICIENCY AND PRODUCTIVITY 

Historically, the reduction in hours of work has been accompanied 
by increases in productivity. As a result, the increased costs occasioned by 
shorter hours have not led to higher prices — at least over long periods of 
time. 

The fact that shorter hours and increased productivity have marched 
hand in hand has given birth to the argument that reduced hours increase 
efiiciency and/or productivity and hence absorb the increased costs of 
shorter hours, even if the shorter hours are accompanied by wage adjust- 
ments sufficient to maintain weekly earnings. 
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Productivity and worker efficiency are not necessarily synonymous 
terms. Productivity is not a measure of the man alone but of the man and 
his equipment. It is a statistic commonly measured by dividing output by 
man-hours worked. As already noted, rising labor productivity is largely 
a manifestation of the joint contribution of increasing capital, improved 
managerial technique, and scientific advance. 


FIGURE 37 

Leisure Time and Leisure Spending, United States, 1939 versus 1955 
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FIGURE 37 — Continued 

TECHNICAL NOTES 

Pleasure driving; Includes only aufomoblle driving 

Radio, television and records: Include musical instruments, and radio and television repairs 

Magazines, newspapers: Include sheet music 

Nondurable toys and sport supplies: durable toys and sport equipment. Include games, toys, sporting, 
athletic, and photographic goods and related products — these commodities divided roughly between 
the two groups on the basis of durability 

Flowers, seeds; include potted plants 

Participant amusements: Include billiard parlors, bowling alleys, dancing, riding, shooting, skating, 
and swimming places, amusement devices and parks, golf course greens fees, golf Instruction, club 
rental, and caddy fees, sightseeing buses and guides, and private flying operations 

Clubs: include gross receipts, less cash benefits of fraternal, patriotic, and women’s organizations 
except Insurance; and dues and fees of athletic, social and luncheon clubs and school fraternities 

Spectator sports: include admissions to professional baseball, football, and hockey events, horse and dog 
race tracks, college football, and other amateur spectator sports 

Legitimate theaters and opera: include entertainments of nonprofit Institutions (except athletics} 


On the other hand, labor efficiency, as defined here, refers to changes 
in output resulting solely from changes in labor effort or input, other fac- 
tors being held constant. Hence an increase in labor efficiency will result 
in an increase in productivity; but an increase in productivity does not 
necessarily mean that labor efficiency has increased. 

Shorter Hours and Efficiency 

Unfortunately, there have been few studies made of the effect of 
hours on labor efficiency, and those which are available deal mainly with 
increases in hours above rather than reductions below 40, In addition, 
most of the more important studies which attempt to relate efficiency and 
hours of work were made during World War II, when conditions were 
quite abnormal. Before these studies are summarized, the following reser- 
vations must be noted: 

Patriotism undoubtedly increased worker efficiency when, tinder normal con- 
ditions, efficiency might have been less at longer hours. 

In converting to war production, some companies installed improved ma- 
chinery which increased productivity simultaneously with changes in work sched- 
ules. 
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Firms frequently lost key personnel to the armed services, and nearly all firms 
which expanded were staffed with unskilled and inexperienced labor. 

Shortages of raw materials plagued many firms during the war and postwar 
periods. 

These and undoubtedly other dynamic factors make a study of the 
relationship between shorter hours and efficiency difficult. Nevertheless, 
the studies revealed significant, if not perfectly conclusive, relationships 
between hours of work and output as regards : ( 1 ) the 7-day and 60-hour 
week; (2) the 5- versus the 6-day week; and (3) hours reduction below 
40. 


The Seven-Day Week 

In the early stages of World War II, a number of plants in the 
United States and a larger percentage in Great Britain went on the 7-day 
week, with hours ranging from 44 to 72. The prewar standard in the 
United States was a 5-day, 40-hour week; in Britain, a 6-day, 48-hour 
week. Nevertheless, the experience with the 7-day week in both countries 
was very similar. For a time after the longer schedule was adopted, out- 
put increased. Then, as fatigue accumulated, weekly output fell to levels 
existing before the change, or even below that. Workers were found to 
have a tendency to pace themselves under different work schedules in 
order to avoid extreme fatigue. Where workers had no control of the 
speed of work, output increased under the 7-day week, but so did spoil- 
age, sickness, and absenteeism. The unanimous conclusion of all studies 
was that the 7-day week and hours of 60 or more a week reduced the 
efficiency of labor and were uneconomical for business.^^ 

The Five- versus the Six-Day Week 

The efifect on worker efficiency of an increase from a 5- to a 6-day 
week and the effect of a decrease from the 6 to the 5 were also able to 
be examined as a result of the adjustments during and following World 
War II. 

Table 28 shows the results obtained by the Bureau of Labor Sta- 
tistics from a study of plants shifting from a 5-day to a 6-day week. 
In all but three of the plants, 40 hours constituted the basic workweek 
before the addition of the extra day’s work. Of the three cases in 
which the basic workweek was 50 hours before the addition of the sixth 
workday, efficiency declined in two and improved in one when the sixth 
day was added. In the one in which efficiency improved (Case No. 31), 

29U.S. Bureau of Labor Statistics, "Hours of Work and Output,” Bulletin No. 917 
(1947). 
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Effects of Increasing Workdays from Five to Six per Week without Changes in Daily Hours 
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however, fundamental improvements in managerial organization appear 
to have been the cause.^® 

In a majority of cases, the shift from the 40-hour, 5-’day week to the 
48-hour, 6-day week was accompanied by an increase in output directly 
proportional to the increase in hours; and in all cases, output increased 
to some extent. In the two cases in which a partial day rather than a full 
day was worked on Saturday, the increases in output were less than pro- 
portional to the increase in hours. This was also the case in a minority of 
the plants that shifted from the 40- to the 48-hour week. However, in all 
cases but five, the war emergency, the existence of wage incentives in a 
number of the plants, and, in some instances, the fact that production was 
at a moderate pace prior to the increase in hours prevented resentment on 
the part of the workers as well as excessive fatigue and the consequent 
lowering of efficiency. Two of the exceptions have already been noted 
where the 5-day, 10-hour schedule was previously in effect; two cases 
added only a partial sixth day; and there was one instance in which fe- 
male labor efficiency declined in the change from 40 to 48 hours.®^ 

On the other hand, the rate of absenteeism increased in the great 
majority of cases after the addition of the sixth day, particularly in the 
plants where female labor was used. The lack of time for shopping and 
household chores was undoubtedly the main reason for the increase in 
absenteeism. If stores and other services had not inaugurated special eve- 
ning hours for war workers, undoubtedly the rate of absenteeism would 
have been still higher under 6-day operations. 

The general conclusion of the Bureau of Labor Statistics report was 
that ”the addition of the sixth day had no disadvantageous effect on out- 
put, provided daily hours were held to eight. Other studies support 
the conclusion that the 48-hour week was best for war production and 
that adding the sixth day had no ill effect unless the daily hours were 
excessive.^^ It should be noted again, however, that different results might 
occur if the 6-day week were inaugurated in peacetime. 

After the war, many of the plants covered by the BLS survey re- 
sumed a normal 5 -day week. 

Although the increase in hours by the addition of a sixth day had 
resulted in an almost proportionate increase in weekly output in most 
cases, a decrease in hours was accompanied by less than a proportionate 

p. 13. 

31 Ibid., pp. 12-14. 

32 Ibid., p. 14. 

33 See H. R. Northrup and H. R. Brinberg, Economics of the Work Week (New 
York: National Industrial Conference Board, Inc., 1950), for supporting data. 
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decrease in production. Tables 29 and 30 record the results of the cases 
studied. Table 30 uses part of the data shown in Table 29 but makes the 
figures comparable with Table 28. 

TABLE 30 

Effects on Output of Changes in Weekly Hours by Increasing Workdays 
FROM Five to Six (Daily Hours Constant, 

Pace Controlled by Operator) 


Case Study and 

Type of Work 

Weekly Hrs. Changed 

Percentage Change in 

I 

Output- 
Input Ratio 

From 

To 

Hours 

Output 

1 — Heavy 

50 

60 

+20.0 

-1-20.0 

1 0 

6 — Heavy 

50 

58 

-1-16.0 

0 

0 

3 —Moderately heavy 

50 

58 

-hl6.0 

- 3.2 

-.2 

29— Moderately heavy 

50 

58 

+16.0 

+23.8 

1.5 

64 — Moderately heavy 

50 

58 

+16.0 

+17.7 

0.5 

65 — Moderately heavy 

50 

55 

+10.0 

+ 6.5 

0.7 

58a — Light 

43 

48 

+11.6 

+14.2 

1.2 

58b— Light 

43 

46 

+ 6.9 

+12.0 

1.7 

58c— Light 

40 

48 

+20.0 

+12.9 

0.7 

59— Light 

40 

48 

+20.0 

+11.1 

0.6 

60— Light 

40 

48 

+20.0 

+12.2 

0.6 

61— Light 

40 

48 

+20.0 

+13.9 

0.7 

62 — Light 

40 

48 

+20.0 

+22.4 

1.1 

63— Light 

40 

48 

+20.0 

+ 13.8 

0.7 


Note This table is based on Table 28 but the computations are shown with the shorter 
schedules of hours as a base; / e , as though the longer schedule had followed the shorter schedule. 
Source: U.S. Bureau of Labor Statistics. 


Efficiency rose with the decrease in hours of work in all cases but 
one (Case Study No, 29). This plant retrenched at the close of the war, 
laying off many employees and slowing down its operations.^^ 

As in the increase of the workweek, so too in the decrease, absentee- 
ism among men was little affected by the shift. Women’s absences in- 
creased after both changes, in the latter instance probably because they 
lost interest in the work and were preparing for a resumption of house- 
hold duties. 

The most logical explanation advanced for the observed improve- 
ment in efficiency as hours of work were reduced was that workers who 
were paid on an incentive basis wished to make up lost take-home pay 
brought about by the elimination of time and a half for the sixth day. 

Hours below Forty 

A number of plants cut hours below 40 during the great depression 
and then continued at the shorter hours after employment conditions im- 

U.S. Bureau of Labor Statistics, Hours of Work and Output, Bulletin No. 917 
(1947), p. 14. 
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proved. One of the most publicized of these cases occurred at the Battle 
Creek, Michigan, plant of the Kellogg Company, where four 6-hour 
shifts were substituted for three 8-hour ones as of December 1, 1930. The 
6-day week was maintained. The Kellogg Company claimed that worker 
eflSciency was improved because of: (l) reduced fatigue, (2) less ten- 
dency to succumb to monotony, (3) less waste of time, and (4) elimina- 
tion of meal periods and the customary slower working rate before and 
after them. 

Before inaugurating the changes, the management engaged in 
lengthy discussions with its employees, completely orienting them to the 
new plan. This alleviated the workers’ fear or suspicion of the change 
and helped to make a smooth transition to the new schedules. At the same 
time, jobs and workers were carefully revaluated so as to be certain the 
right man had the right job; and base wage rates were increased by 12.5 
per cent to 33.5 per cent. The wage adjustment did not compensate fully 
jfor the loss of 2 hours’ work per day but was intended to provide em- 
ployees with the same purchasing power which they enjoyed in 1928, or 
prior to the time when the depression set in.^^ The friendly attitude of the 
company at a time when other firms were indulging in layoffs and wage 
cuts no doubt provided a boost to morale and added to the incentive for 
raising production. 

The 6-hour day still prevails at the Battle Creek Plant of the Kellogg 
Company, and it covers the majority of the employees there. The com- 
pany’s other plants are on an 8-hour day, 40-hour week. 

As a depression palliative, the 6-hour day proved beneficial to work- 
ers and the company. But, as experience with this work schedule accumu- 
lated under varying degrees of utilization of plant and output, certain 
weaknesses became evident. The company’s plants operate around the 
clock, and its operations are largely machine paced, so the short shifts 
provide little opportunity to reduce overhead costs. Furthermore, in order 
to avoid Saturday and Sunday work, weekly hours are generally held to 
30 a week during a substantial part of the year. Despite the relatively 
high hourly rates of pay, the 30-hour week has meant that employees re- 
ceived lower pay than that of workers in similar industries. On a 40-hour 
schedule, even at lower hourly rates, the take-home pay would be en- 
hanced — but the work force would be cut. To date, a majority of the em- 
ployees apparently prefer the 6-hour day and have rejected suggestions 
for a return to the longer schedules prevailing in other firms in the in- 
dustry. Twenty per cent are on an 8-hour day. 

"Operation of the 6-Hour Day in Plants of the Kellogg Co./’ Monthly Labor Re- 
view, Vol. XXXII (June, 1931), pp. 148-55. 



542 • ECONOMICS OF LABOR RELATIONS 

The rubber tire industry in the Akron, Ohio, area also converted to 
the 4-shift, 6-hour day from the 3-shift, 8-hour day, commencing in 1930. 
Likewise, this industry remained on a 6-day week. The reactions of rub- 
ber companies to the 6-hour day were varied. Some reported hourly pro- 
ductivity increases of from 5 per cent to 12 per cent after the 6-hour day 
was inaugurated. Some of the larger companies, however, expressed dis- 
appointment at the results of the 6'hour experiment, but their attempts to 
go back to an 8-hour day were successfully opposed by the newly formed 
United Rubber Workers’ Union. Moreover, in those cases in which pro- 
ductivity increases were reported, new equipment and methods were fre- 
quently introduced at the same time as the 6-hour day. It was, therefore, 
not possible to determine the extent to which increased productivity re- 
sulted from increased labor ejEdency and the extent to which other fac- 
tors, such as new machinery or improved managerial organization, were 
responsible.^^ 

During World War II, the rubber industry returned to an 8-hour 
day, 6-day week, but at the termination of hostilities the 6-hour day, 6-day 
week was resumed in the Akron area, in one plant in Detroit, and in a 
few plants in Los Angeles. The rest of the industry, which never had 
adopted the 6-hour day, remained on an 8-hour schedule. In addition, one 
rubber plant in Los Angeles, which was on the 6-hour day prior to the 
war, decided by a vote of the local rubber workers’ union to maintain 
the 8-hour schedule which was adopted during the war. In rubber plants 
which are on the 6-hour day, 36-hour week, time and one half is not gen- 
erally paid until after 8 hours per day or 40 hours per week. 

After this experience with the 6-hour day, 36-hour week, one com- 
pany official, approximately half of whose employees are on the 6-hour 
day, stated to the authors: 

As to efficiency and productivity, it was our feeling when we first initiated 
the six-hour day that there would be an improvement in man-hour production in 
the six-hour versus the eight-hour day. We didn’t keep as accurate records on this 
as we should have but I do know that results were disappointing and that we can- 
not now find any evidence of increased man-hour efficiency of a six- versus eight- 
hour day. On the other hand, when we went from six to eight during the early 
stages of the war, we noticed no drop in man-hour efficiency, and again when we 
returned to six hours there was no noticeable increase in efficiency. 

The only advantage that we can get from the six-hour day is that so long as 
we keep our overtime provisions on an eight-hour per day, forty-hour per week 
basis, we can operate our Akron plants six days per week without any overtime. 

John D. Gaffey, 'The Productivity of Labor in the Rubber Tire Manufacturing 
Industry/' Studies in History, Economics and Public Law, No. 472 (New York: Columbia 
University Press, 1940), pp. 98-103. 
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From a competitive standpoint between our own plants this is not as valuable as 
it might seem because of the fact that wage rates are much higher in Akron than 
they are in our outlying plants, with no greater man-hour ejfiiciency and in some 
cases, less efficiency. 

Another development of the 6'hour day in Akron is the tendency 
of workers to take extra jobs in off periods to supplement their incomes. 
Some work as taxicab drivers, and others work an additional shift in an- 
other rubber factory, etc. To the extent that such multiple employment 
exists, the 6-hour day can have no beneficial effects on efficiency except an 
adverse one resulting from workers overtired by trying to handle two 
jobs instead of one. 

So important has two-job employment (or "moonlighting” as it is 
now termed) become in the Akron rubber industry and so detrimental has 
been this practice that the leaders of the United Rubber Workers made 
a determined attempt at the 1956 convention to eliminate the 6-hour day 
and go back to the 40-hour week. They were defeated precisely because 
the Akron workers did not want to give up the extra income which they 
gained from holding two jobs and working many hours over 40 per week. 
It would appear that in Akron the shorter workweek has resulted in longer 
hours than has the 40-hour week in the rubber industry elsewhere. 

Actually, in most industries, a decrease in work hours from 40 to 
36, or even to 30, is not likely to increase efficiency at all. This is true not 
only because the fewer the hours, the greater the tendency toward "moon- 
lighting”^'^ but also because of the very nature of the typical work process. 
The first and last hours of the workday are generally inefficient ones — 
the average person takes time to warm up to his work and time getting 
ready to stop. Under a 6-hour day, these two relatively inefficient hours 
become one third of the daily working time, as compared with one fourth 
under the 8-hour day. This might be overcome by abolishing lunch peri- 
ods which mean further stopping and warming up times. But it would 
take a 33% per cent increase in labor efficiency to offset a reduction of 2 
hours per day working time, other factors being held constant. 

If efficiency is considered in terms of a worker’s lifetime, it is pos- 
sible that a 30-hour week might increase the number of working years 
and also increase the worker’s efficiency in later life. For workers to enjoy 
a long efficient work life, however, industrial costs must be kept suffi- 
ciently low so as to stimulate industrial expansion. Sharp cost increases 
resulting from sharp hours reduction can reduce employment both im- 
mediately and in the long run, as will be pointed out in the next section. 

See Stephen Habbe, "Moonlighting and Its Controls," The Mayjagement Record, 
Vol. XIX (July, 1957), pp. . 
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Since, however, a worker is not chained to his job but is free to 
change his place of employment, the individual employer must concern 
himself primarily with the short-run effects of the reduced workweek. If 
the workweek is reduced below 40, therefore, other factors will not be 
held constant. Instead, management will make every attempt to offset any 
increased costs which would result from a reduced workweek by more 
efficient methods of operation and by the substitution of machines for 
men. The result may be an increase in productivity — but the increase will 
be brought about by improved production techniques rather than by in- 
creased labor efficiency. In that case, the employment objectives of the 
shorter workweek may not materialize because of technological unem- 
ployment. This possibility involves an analysis of the effects of the shorter 
workweek upon employment, which is the subject of the following sec- 
tion. 

4. HOURS REDUCTION AND EMPLOYMENT 

The precise method by which reduction in hours would increase em- 
ployment has assumed varying forms in labor’s arguments over the years, 
but that it would reduce unemployment has remained a basic tenet of 
labor philosophy. In the early days of the American Federation of Labor, 
its leaders were imbued with the idea that standard of living determined 
wages and that a reduction in hours, by providing leisure and increasing 
consumption demands of workers, would increase the wage level and 
stimulate production and employment. By 1909, however, productivity 
analysis had taken hold of union thinking, and the argument now ran 
that increasing per capita production made desirable a reduction in hours 
so that labor could share in the gains of industrial progress. In recent 
years, the notion that high wages are necessary to sustain consumption 
and avoid depression has become increasingly prominent in labor think- 
ing. It remains to be determined whether labor leaders start with a prob- 
lem, namely, unemployment, and then see in shorter hours a remedy; or 
whether they start with a preference, namely, shorter hours, and seek to 
rationalize or justify this preference, finding in technological and other 
forms of unemployment a convenient argument to fit their purpose. At 
any rate, reduction in hours of work, which has had a long history of 
advocacy by organized labor, has once again come to the forefront of 
labor’s demands — this time with automation and the fear of technologi- 
cal unemployment once more the avowed rationale. 

There are two points of view from which reduction in hours of work 
per day or per week can be examined as a remedy for unemployment. The 
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first is the effect of a reduction in hours without a change in the basic 
wage rate so that those workers previously employed now receive fewer 
hours of work and correspondingly reduced earnings. The second is the 
effect of a shortening of hours with compensatory increases in basic rates 
so that earnings for the shorter working time remain undiminished. 

Shorter Hours with Unchanged Basic Wage Rates 

With regard to the first possibility, it is obvious that jobs can be 
provided for the unemployed if employed workers are willing to reduce 
their hours and sacrifice their pay, but such a plan would involve a gen- 
eral reduction in the standard of living of all employed workers. This 
solution is unacceptable to labor as a long-run proposition, although in 
particular industries during depression, share-the-work plans have been 
inaugurated to spread the available work among the widest number of 
union members. The needle-trades unions, the boot and shoe workers, 
the textile workers, and the brewery workers customarily follow the equal 
division of work principle to spread out the burden of unemployment. 
The danger of such a policy, as noted in Chapter 6, is that if the unem- 
ployment is not cyclical but rather represents a permanent decrease in the 
demand for labor in a particular industry, a share-the-work policy based 
upon reduced hours of work attaches an unduly large supply of labor to 
the industry and converts the union into an instrument for reducing the 
standard of living of its members. 

Nevertheless the basic idea that if hours are only reduced far enough, 
work can be provided for all, is an important element in union thinking 
regarding the problem of automation. This viewpoint is well expressed 
in the following extract from the American Federationistj oflScial publi- 
cation of the American Federation of Labor, written at the bottom of the 
great depression: *Tf the work week were universally thirty hours instead 
of forty-two, 23,000,000 persons would be employed to furnish 700,000,- 
000 manhours of work. This would give jobs to 6,000,000 now out of 
work and leave 1,700,000 still unemployed. ... A twenty-eight-hour 
work week would give work to all.''^^ 

In actuality, however, the effect of shortening hours without com- 
pensatory adjustments in wage rates cannot be assessed by a mere arith- 
metical calculation. For example, it might be thought that as long as basic 
rates are unchanged, unit labor costs should likewise remain constant. 
But employers will have to add new workers who will require training 
and who may be less skilled than those already employed, so that the im- 

"The Thirty Hour Week; Recovery Standard,” American Federationist, Vol. XL 
(1933), p. 182. 
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mediate effect of the plan is probably to produce some decline in the 
efficiency of labor. Moreover, in some industries, work sharing produces 
technical difficulties because where two groups of workers use the same 
machines, they are less likely to leave them in as good shape as if they 
use them exclusively. 

But even if unit labor costs do not change, capital costs per unit of 
output will be increased in those plants which operate fewer hours per 
week after the shorter-hour program is inaugurated. Since fixed costs do 
not affect marginal costs, this change will not immediately alter the vol- 
ume of employment. But the rise in fixed costs per unit will force mar- 
ginal firms out of business and thus add to the amount of unemployment. 
Moreover the reduction in profits in all plants will make entrepreneurs 
somewhat more reluctant to invest, and therefore in the long run the level 
of employment may be further reduced. 

On the demand side, the shortening of hours of work of employed 
labor may provide job opportunities for persons formerly on relief or 
receiving imemployment benefits. Whether this change will react favor- 
ably on consumer demand is arguable. Distribution of work may lead to 
an absorption of vacant housing through an increased number of mar- 
riages and undoubling of families. This should shortly lead to an in- 
creased demand for residential construction. Something like this may 
have happened in 1933 as a result of the shortening of the workweek. 
Vacancy declined from about 14 per cent to 5 per cent from 1933 to 
1934.39 However, the shortening of hours in 1933 was accompanied by 
wage adjustments so that the results may not be applicable to mere work 
sharing by itself. Where there are no compensatory wage adjustments, 
the earnings of those formerly employed full time will be reduced, and 
therefore an increase in consumer demand can only follow if the newly 
employed workers greatly expand purchases over what they had con- 
sumed while on the government payroll. 

Reduction in Hours with Compensatory Wage Increases 

On the whole, a program of shorter hours is unacceptable to labor 
unless it is accompanied by compensatory wage adjustments so that labor 
income is maintained. In advocating such a policy to reduce unemploy- 
ment, organized labor has shown its customary bias in emphasizing the 
role of demand conditions and ignoring the more immediate repercus- 
sions of the increased hourly price of labor on costs and business profits. 

39 C. Rods, "Economic Theory of the Shorter Workweek,” Economelrka, Vol. Ill 
(1935), p. 39. 
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Employers, by and large, can be expected to react to a program of 
reduced hours with compensatory hourly wage increases as they would 
react to any increase in marginal cost. Prices will tend to rise, a smaller 
output will be demanded, and ultimately a new equilibrium will be estab- 
lished at a lower level of output. In order to think this through, let us 
assume that the demand for labor under these circumstances in a particu- 
lar firm has an elasticity of unity. If the union raises hourly rates 5 per 
cent and reduces hours of work by 5 per cent, it will have duplicated the 
readjustment that the employer himself would have made to the changed 
cost conditions. But since a new equilibrium has been established at the 
higher xmit price of labor, there is no incentive to hire any additional 
labor. It is therefore clear that if the demand curve for labor in a particu- 
lar firm has an elasticity of unity or greater, the re-employment objective 
of the shorter-hour movement must fail of accomplishment.^^ 

The precise value to be assigned to the elasticity of demand for la- 
bor has been the subject of some controversy among economists. On the 
whole, it seems likely that in depression periods when management is ex- 
tremely sensitive to cost increases of any kind, the demand for labor is 
elastic at least in an upward direction. That is, a given percentage increase 
in wage rates will produce a more than proportional reduction in employ- 
ment. One statistical study has found that the elasticity of demand for 
labor for the economy as a whole has had a value of approximately 
While there is room for disagreement as to the precise value of the elas- 
ticity of demand for labor, it seems likely that the reduction in hours must 
be substantially greater than the percentage increase in hourly wage rates 
if the immediate effect of the institution of the shorter working week is 
not to increase the volume of unemployment. The effect of the shorter 
hours of work with compensatory wage adjustments will depend upon 
the relation between three factors: (1) the percentage decrease in the 
hours of work; (2) the percentage increase in hourly rates; and (3) the 

40 Elasticity measures the relationship between the percentage change in quantity di- 
vided by the percentage change in price. If the price of labor rises 5 per cent and the employer 
reduces employment by 5 per cent, the "coefficient of elasticity” is said to be unity, or 1. If 
the percentage change in quantity is greater than the percentage change in price, the elasticity 
is greater than 1, and if the percentage change in quantity is less than the percentage change 
in price, elasticity is less than 1. 

41 P. Douglas, Theory of Wages (New York: Macmillan Co., 1934), p. 152. The sig- 
nificance of the statistical conclusions of this study has been the subject of considerable con- 
troversy in the literature. See, for example, discussions by S. H. Slichter and J. Black in 
American Economic Review, Supplement, Vol. XVIII (1928), pp. 168-72; H. Mender- 
hausen in Econometrica, Vol. VI (1938), pp. 143-58; D. Durand in Journal of Political 
Economy, Vol. XLV (1937), pp. 740—58. 
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elasticity of demand for labor.^^ Thus, if the elasticity of demand for 
labor were equal to —2 (i.e., the volume of employment diminishes 2 per 
cent with each increase of 1 per cent in wage rates), and if the increase 
in hourly rates were 5 per cent, then the percentage reduction in hours 
would have to be more than 10 per cent if more workers are to be hired.^^ 

Effect of Increasing the Number of Shifts 

More promising as a means of converting unemployment into leisure 
is the 6-hour shift, provided that the 6-hour shift means the use of two or 
more shifts per day. Suppose, for example, that a plant in a continuous 
process industry has been accustomed to run continuously for 5 days a 
week, using three 8-hour shifts. If this plant were to change to four shifts 
of 6 hours each, it would appear that employment would be increased. 
However, if each worker, now employed a shorter number of hours, 
wishes to keep his pay undiminished, it is evident that there will be a rise 
in labor cost per unit, despite the fact that the number of shifts has in- 
creased. The increased labor costs will be reflected in higher prices and 
a reduced total output, so that ultimately no permanent increase in em- 
ployment may result from this changeover. 

But there are circumstances in which the addition of another shift 
will tend to increase employment. The substitution of two 6-hour shifts 
for a previous 8-hour day, or perhaps for a longer day including some 
employment at overtime, will tend to reduce capital costs per unit by 
allowing management to work capital longer while labor works shorter 
hours. The decrease in total unit costs attributable to this influence will 
tend to offset the increase in unit labor costs occasioned by shortening 
the hours of work with compensatory wage increases, so that on balance 
profits may be unimpaired. This possibility has led one well-known labor 
authority to conclude: 'It seems plain that if labor must be compensated 
for the reduction in hours, the only way to destroy unemployment by con- 
verting it into leisure is through a plan which permits industry simultane- 
ously to achieve substantial savings in overhead. 

While it may be conceded that the more intensive use of capital is 
a favorable factor, it should be recognized that if the increase in the num- 

Another factor which should perhaps be taken into account is the effect of hours’ 
reduction in drawing women into the labor market. Reduction in hours may increase unem- 
ployment if it makes jobs more attractive to women and hence increases the number of job- 
seekers. 

H. A. Millis and R. E. Montgomery, Labof^s Progress and Some Bask Labor Prob- 
lems (New York: McGraw-Hill Book Co., Inc., 1938), p. 507. 

S. H. Slichter, "Lines of Action, Adaptation and Control,” American Economic Re- 
view, Supplement, Vol. XXIII (1933), p. 53. 
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ber of shifts does increase employment, it will have this effect only after 
a series of highly complicated long-run influences are set in motion. The 
spreading of overhead will not affect marginal costs, while the reduction 
of hours with increases in basic hourly rates will raise marginal costs. 
Hence as far as immediate price and output reactions are concerned, the 
change in the number of shifts does not alter the picture. Some plants 
will be forced out of business, while other plants in which the proportion 
of labor costs is relatively low and overhead costs relatively high will find 
their profits increased by the changeover to additional shifts. Ultimately, 
the number of plants in the industry undergoing the change will dimin- 
ish, with a larger volume of business concentrated in a smaller number of 
firms, each using capital more intensively than was true before the shorter- 
hour program was inaugurated. 

The ability to inaugurate an additional shift will vary considerably 
from industry to industry, and in those firms attempting it, the benefits 
obtained will vary depending upon the importance of overhead costs. In 
some plants where equipment is antiquated, working additional shifts 
may mean increasingly frequent breakdowns without adequate time for 
repairs. In industries which do not operate continuously, the amount of 
re-employment which can be provided by a shortening of hours of work 
will depend in part upon the availability of unused machinery and equip- 
ment. To the extent that less efficient equipment is brought into use, the 
upward pressure on costs is intensified.^® 


Interindustry Shifts 

A program of shorter hours with undiminished take-home pay 
would produce important changes in the demand for particular indus- 
tries. The increased availability of leisure would probably be reflected in 
an increased demand for sporting goods and other recreational goods by 
which leisure could be made more enjoyable. Likewise the effect of the 
increased wage disbursements — assuming that there were some initial re- 
employment-would operate to stimulate the consumer-goods industries. 
At the same time, however, the nondurable consumer-goods industries 
would experience the greatest increases of cost relative to the rest of the 
economy, since it appears that the nondurable consumer-goods industries 
have higher ratios of wages to value added than do the capital-goods in- 

T^e Shorter Workweek, A Report of the Department of Manufacture Committee 
(Washington, D.C.: Chamber of Commerce, 1945), p. 15. For an analysis of the effect of the 
two-shift system in British industry, see H. M, Vernon, The Shorter Working Week (New 
York: E. P. Dutton & Co., 1934). 
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dustries.*^® Thus, in so far as the effect on costs is concerned, the former 
industries would be hardest hit by the combination of shorter hours and 
increased wage rates, while the capital-goods industries, having a higher 
ratio of capital costs, would be the ones to benefit most from the addition 
of extra shifts. 

This combination of altered cost and demand positions would ulti- 
mately produce some readjustment in the disposition of the total labor 
force among the various industries in the economy. The net effect upon 
employment can only be conjectural. If wage disbursements increase 
initially as a result of the shorter hours of work with compensatory 
wage rate increases, it appears that a larger proportion of the national 
income would be spent on nondurable consumers goods than before the 
hours program was instituted. Two factors will contribute to this result. 
On the one hand, the total income of wage earners will increase if there is 
some re-employment, and the income of working people, particularly 
during periods of large-scale unemployment, is likely to be spent upon 
nondurable consumer goods. But as we have seen, these are the very 
industries which will feel most the impact of the shorter-hour program. 
Therefore, prices will rise in these industries relative to the general price 
level, but because of the relatively inelastic demand typical of these 
industries, the total receipts of the nondurable consumer-goods industries 
will probably increase. This augmented volume of expenditure concen- 
trated in these industries will probably support a larger volume of em- 
ployment than it would under its previous distribution, since the non- 
durable consumer goods are, according to some studies, more labor-em- 
ploying than other industries.^'^ At the same time, since the proportion of 
labor costs to total costs is less in the capital-goods industries than in the 
nondurable consumer-goods industries and since the adjustments result- 
ing from the changeover to more shifts with shorter hours per employee 
may lead to a more efficient allocation of output concentrated in fewer 
plants, prices of machines should rise less than in proportion to consumer 
goods. This would stimulate the demand for laborsaving machinery and 
thus increase the volume of investment and employment. 

Shortages of Skilled Labor 

Any general uniform reduction in hours per week is likely to in- 
crease the number of bottlenecks which develop in production and there- 
fore raise a barrier to full employment. A shortage of skilled workers in 

C. Roos, NRA Economic Planning, Cowles Commission Monograph No. 2 (Bloom- 
ington, Ind.: The Principia Press, 1937), p. 31. 
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a key industry can have repercussions which produce unemployment 
throughout the economy. If the shorter-hour program is applied to skilled 
workers, management is faced by three alternatives, all of which are likely 
to react unfavorably upon employment generally. Management can, of 
course, employ the same skilled workers as before, but they now pay them 
additional overtime because of the shortening of the basic workweek. 
This would have the same effect as a wage increase and would therefore 
raise costs and prices. On the other hand, management can attempt to hire 
other workers and train them to fill these jobs, but these men will on the 
average be less experienced and make more mistakes so that labor cost 
per unit will tend to rise through their employment. Lastly, if manage- 
ment is unwilling or unable to find additional skilled help, bottlenecks 
and shortages will develop which will cause stoppages, depriving even 
the unskilled of their jobs. 

The extent to which industry is dependent upon the supply of 
skilled labor was brought home clearly during the war years. It was also 
recognized in drawing up the various codes under the NRA. Thus a num- 
ber of industries included exemptions from the shorter-hour program for 
certain classes of skilled labor. The code for the automobile industry 
provided for longer hours in the spring when the industry runs into short- 
ages of skilled workers needed for full production of new models. More- 
over, the shortage of skilled labor is to some extent a regional problem. 
The problem might present itself in a particularly acute form in small 
towns having available only a limited pool of labor. Thus a program of 
shorter hours must be undertaken with caution. In a key industry such as 
the construction industry, where costs are already at a high level and 
where full production is urgently needed, a drastic shortening of the 
workweek would have disastrous effects upon the economy at large. On 
the other hand, in other industries a reasonable shortening of hours, even 
if it does produce some rise in costs, can probably be accomplished with- 
out too difficult a readjustment. An appreciation of the various possible 
repercussions of a shorter-hour program indicates the danger of any gen- 
eral uniform shortening of hours accomplished by legislative decree. 

Incidence of Shorter-Hour Program 

In view of the increasing strength of organized labor in this coun- 
try, it seems possible that within the next 10 years the average work- 
week in American industry will drop to 35 hours, with a 30-hour week 
prevailing in those areas in which declining demand and rapid mechani- 
zation have particularly reduced the demand for labor. Labor has not 
forgotten the lesson of war production which afforded a spectacular 



552 • ECONOMICS OF LABOR RELATIONS 

demonstration of the great productive capacity of our economic machine. 
With over 10 million men under arms and two fifths of our national out- 
put diverted into war production, our economic machine was nevertheless 
sufficiently productive to be able to provide the civilian population with 
a greater total amount of commodities and services than was af- 
forded them in such good prewar years as 1937 and 1939. Hence it is 
understandable why labor leaders are concerned with the possibility of 
continuously employing the full labor force at the current workweek. 

Nevertheless, it should be emphasized that the union demands for 
a shorter workweek are actually demands that premium pay (time and 
one half the regular rate) commence after a shorter number of weekly 
hours worked than 40, as is now common. Union officials have them- 
selves pointed out that *'for every grievance we had now from a man who 
felt he was working too long, we had a hundred from people who 
thought they were not working long enough. They weren’t getting 
enough overtime pay.”^^ At a time when real wages are the highest in 
history, workers still compete for overtime work instead of accepting 
the benefits of leisure. 

Moreover, any increase in wages resulting from a decrease in hours 
with pay maintained very quickly becomes a substantial one. In the auto- 
mobile industry, at the average wage rate of $233 per hour in August, 
1957, a reduction in hours of only two — from 40 to 38 — ^with take-home 
pay maintained would result in a wage increase of 12.4 cents per hour, or 
5.3 per cent if only the 38 hours were worked. If, however, 40 hours were 
worked, with premium pay of time and one half for the last 2 hours, the 
increase per hour over the $2.35 rate would be 18.6 cents, or 7.9 per cent. 

But the avowed union goal is the 32-hour week. At the $2.35 aver- 
age wage rate, a reduction to 32 hours with take-home pay maintained 
would involve a wage increase of 58.8 cents, or 25 per cent; if then 40 
hours were worked with 8 hours at time and one half, the net increase 
would be 88 cents per hour, or 37.5 per cent, to maintain a 40-hour 
schedule. 

Increased substitution of machines for men through automation 
could offset some of these costs. But the substantial new investment re- 
quired by automation could be discouraged by these increased wage costs. 
In addition, the capital investment resulting from new automated equip- 
ment increases fixed costs so substantially that it is doubtful if many plants 
can operate economically under a shorter workweek. This could accelerate 

George W. Brooks. "Why a Shorter Workweek,” Management Record, Vol. XIX 
(April, 1957), p. 127. Mr. Brooks is Director of Research and Education of the Pulp, Sul- 
phate and Paper Mill Workers. 
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a trend toward economic concentration and possibly increase rather than 
diminish technological unemployment. 

Undoubtedly the most desirable manner o£ attaining full employ- 
ment would be through high-volume production so that labor would be 
fully employed 40 hours a week and the community could benefit from 
technological progress in the form of a rising level of real income. From 
the point of view of maximizing national welfare, increasing leisure for 
organized labor, obtained by reducing hours of work below 40 a week, 
can hardly be preferred to rising real income for the whole community. 
But if conditions make it impossible to attain full production and full 
employment on this basis, and as a consequence unemployment develops, 
then other means may have to be considered of utilizing the labor force. 
One economist has summed up the dilemma in these words: ^Granted 
that full employment at a thirty-five hour week is less desirable for the 
nation than full employment at a forty hour week, it does not follow at 
all that full employment at thirty-five hours is worse than seven-eighths 
employment (seven million unemployed) at forty hours.' 

The crux of the problem is, of course, whether full employment 
could in fact be attained at the 35-hour level or whether the rise in costs 
attributable to the program of shorter hours with less work would not so 
depress business confidence that investment would be discouraged and 
hence unemployment would prevail even at the shorter workweek. 

Unfortunately, examination of past events is not very helpful in 
ascertaining the precise effect which a shortening of the workweek has on 
employment, because it is impossible to disassociate the effect of the cur- 
tailment in hours from other circumstances which affected the general 
economic milieu. There have been two periods of sharp downturn in 
hours of work — the first during World War I when the average full-time 
workweek fell from 55.1 to 51 hours and the second during the NRA 
when the establishment of a 40-hour workweek meant a reduction for 
most workers of 8-10 hours a week.^^ The Federal Reserve Adjusted 
Index of Industrial Production (based on 1923““25 equals 100), which 
had risen from 59 in March, 1933, to 100 in July, 1933, dropped after 
the inauguration of the NRA shorter-hour program to 72 in the following 
November.®^ However, it hardly seems fair to term this — as have some 

B. Graham, “The Hours of Work and Full Employment,” American Economic Re- 
view, Vol. XXXV (1954), p. 434. 

Technology in Our Economy, TNEC Monograph No. 22 (Washington, D.C., 
1941), pp. 167-68. 

Federal Reserve Bulletin, May, 1934, p. 286. The effect of spreading of work is 
seen in the fact that while production was decreasing, employment in manufacturing in- 
dustries, as measured by the U.S. Bureau of Labor Statistics Index, rose 3 per cent from July, 
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economists — an experiment which was "dramatic and conclusive”^- in 
indicating the effect of a reduction in hours and an increase in wage 
rates. The year 1933 was unique in many respects, and the ejffect of a 
shortening of hours at such a time might be quite different from that of a 
similar program pursued under more propitious conditions. 

Nevertheless, as our earlier theoretical analysis has indicated, eco- 
nomic theory suggests that increasing leisure for the workingman can 
only be purchased at some cost to the economy in terms of the optimum 
utili 2 ation of resources.^^ Less work means less output; higher costs mean 
a further deterrent to investment expenditure. Society may consider this 
a fair exchange, but at any rate the program to reduce hours of work 
should not be undertaken without a full realization of the possible impact 
of the movement upon employment and production. 

QUESTIONS FOR DISCUSSION 

1. Is there a competitive tendency toward reduction of hours of work? Evaluate 
the importance of governmental legislation and union organization in shorten- 
ing hours of work. 

2. Discuss the relationship of hours reduction and efficiency. What are the ad- 
vantages and disadvantages of a 6-hour shift? 

3. Discuss the effect of a reduction in hours upon employment in an individual 
firm, assuming (^^) no compensatory wage increases; and {b) compensatory 
wage increases. 
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1933, to December, 1933. Federal Reserve Bulletin, May, 1934, p. 271. By September, 1934, 
employment was about 4 million greater than in June, 1933. One investigator attributes about 
2 million of this increase to the NRA and its work-spreading plan. See C. Roos, NRA Eco- 
nomic Planning, Cowles Commission Monograph No. 2 (Bloomington, Ind.: The Principia 
Press, 1937), p. 145. 
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SECURITY FOR THE AGED 


'*The nineteenth century was characterized by the ex- 
pansion of freedom; the twentieth is characterized by the search for 
security. The contemporary grave concern over . . . [the best methods of 
providing security] . . . derives in part from the difficulties of achieving 
the main goal of the current century while preserving the principal ac- 
complishment of the last . . . 

In this chapter we shall examine the primary methods and issues 
involved in providing security for the aged and the retired; in Chapter 
20, the methods and issues designed to provide security against unem- 
ployment will come under scrutiny; and in Chapter 21, we shall discuss 
security measures for the sick and injured. The search for security of the 
aged, the unemployed, and the ill have all led to both governmental 
and trade-union attempts at mitigation of the problems faced by these 
groups in the labor market. In this and the ensuing two chapters, the 
relative merits of the governmental versus the trade-union solution, and 
the possible co-ordination of the two approaches, will be examined. 

SOCIAL SECURITY SUMMARIZED 

Despite- the fact that the United States is the richest country in the 
world, and despite the high repute which our folklore accords to the 
person who saves, the fact remains that Americans cannot save enough 
to care for all contingencies of loss of income because of old age, death 
of breadwinner, unemployment, or illness or accident. More than one 
third of American families do not save at all, and the 20 per cent with 
the highest incomes account for 60 per cent of all savings.^ Moreover, 
those who do save need their savings for other necessities — housing, chil- 
dren and their education, etc. 

1 Professor Clark Kerr, addressing the National Industrial Conference Board, Novem- 
ber, 1949 , New York City. 

2 Data from Federal Reserve surveys of income and saving. 
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The depression which began in 1929 forcefully called attention to 
the need for an over-all, national, or social approach to the problems 
caused by loss of income to the family. To be sure, some attack had al- 
ready been begun prior to 1929 on the need to supply an income to the 
family when the breadwinner no longer could produce a paycheck, but 
the pre-1929 approach was confined largely to compensating the worker 
for loss sustained in accidents suffered at the place of work — ^workmen’s 
compensation. It was not until 1935, with the passage of the Social Se- 
curity Act, that an over-all program was begun to deal with loss of income 
because of old age, death of breadwinner, or unemployment. The 1935 
law was modified and expanded in 1939- And in each election year be- 
ginning with 1950, significant amendments have been enacted. Despite 
the many changes, the double-pronged "'insurance-assistance’' approach 
to the alleviation of economic security, which was originally adopted, is 
still in effect today. 


Social Insurance versus Public Assistance 

The essential difference between social insurance and general public 
assistance or relief measures is, first, that under social insurance "the law 
specifies with precision the conditions governing eligibility, and the na- 
ture and amount of the benefit. Second, the specific conditions do not 
include a requirement to undergo a test of means or need.”® Benefits 
under social insurance are, therefore, predictable, whereas those under 
public assistance are not, since the discretion of the program adminis- 
trator in determining whether or not to grant assistance, and if so, how 
much, must be very great. In other words, citizens who meet specified 
eligibility requirements under the law have a right to social insurance; 
but citizens must establish a need or prove that they are worthy in order 
to secure public assistance. 

In actual practice, the borderline between insurance and assistance is 
not always precise. Thus under the various unemployment compensation 
systems, receipt of insurance is sometimes dependent upon lack of oppor- 
tunities for "suitable work.” The meaning of this term permits adminis- 
trative discretion which can be used to deny benefits to those who might 
otherwise be eligible for benefits. 

It should be noted that social insurance and other forms of social 
security measures are not necessarily antagonistic but rather can and 
should be complementary. "Social insurance deals with presumptive 

3 Eveline M. Burns, The American Social Security System (Boston: Houghton MifHin 
Co., 1949), p. 31. 
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rather than with demonstrated need, and is a social institution dominated 
by a concept of average rather than individual need. This characteristic of 
social insurance limits the extent to which this form of social security 
can deal with the total problem of family economic insecurity. A program 
dealing with average conditions and needs will always have to be supple- 
mented by a system of public assistance to provide for emergencies and 
special needs. 

In addition to insurance and public assistance, two other types of 
benefits are utilized in the American social security system: status bene- 
fits to veterans, which World War II and the Korean war have made very 
important; and work relief, such as was used by the Works Progress 
Administration (WPA) during the 1930’s but which has not been a 
factor since that time. 

Table 31 summarizes the American social security program in terms 
of beneficiaries and benefits for selected years. Examining Table 31, we 
find that social insurance is used as a means of protecting a majority of the 
labor force against the risks of old age and loss of breadwinner; against 
the risks of unemployment; against loss of earnings because of occupa- 
tional accidents or diseases (workmen’s compensation); and in four 
states against loss of earnings because of illness however contracted. Be- 
ginning with 1957 the risk of total and permanent disability is also pro- 
tected under social insurance. 

The public assistance programs are of two kinds: special public 
assistance, which attempts to meet the needs of specific groups, that is, 
aged persons not covered by Old Age, Survivors, and Disability Insur- 
ance (OASDI), dependent children, the blind, and the permanently and 
totally disabled; and general pzMic assistance, which is a last-resort 
measure given to those who are not eligible for other programs and are 
in need. The social security type in use besides social insurance and 
special and general public assistance is the veterans^ security program, de- 
signed to provide, regardless of need, for soldiers, veterans, and their 
families in the event of death, disablement, or incapacity attributable to 
military service, or unemployment following discharge. 

The material in Table 31 also emphasizes the variety of programs 
which are included in the American social security system. For example, 
a person who suffered loss of income because of age may be eligible for 
old-age insurance under the Old Age, Survivors, and Disability Insur- 
ance program, either in his own right or as the aged dependent or sur- 
vivor of a beneficiary; if a railroad man, he may be entitled to a pension 
under the Railroad Retirement Act; or he may apply for Old Age Assis- 

^ Ibid., p. 36. 



TABLE 31 

Recipients and Benefits under Social Security and Relief Programs, Selected Years, 1940-56 
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tance (OAA). In addition, veterans drawing disability payments con- 
tinue, of course, to receive these when they are old. 

Benefits payable to those who have lost a breadwinner are equally 
varied, with the OASDI, Railroad Retirement, assistance, and veterans' 
programs all having a role. Insecurity because of unemployment is less 
involved (and less adequately provided for) but is covered by three pro- 
grams: state unemployment compensation, a railroad plan, and status 
benefits for veterans. Loss of earning power because of accidents on the 
job is handled largely by state workmen's compensation programs which 
vary greatly in coverage and protection. In addition, four states and the 
railroad program have benefits for loss of earning power due to tempo- 
rary sickness disability however contracted, and the railroad program 
includes permanent disability insurance as well. As already noted OASDI 
provides such benefits too, as of 1957. Aid for a specific disability, blind- 
ness, is available in all jurisdictions, and aid for permanent and total dis- 
ability is given in 46 of them. Dependent children have special pro- 
visions made for them if the breadwinner cannot support them because 
of mental or physical incapacitation. 

Another feature of the American social security program is the 
variety of governments involved. Old Age, Survivors, and Disability In- 
surance is wholly a federal program; Old-Age Assistance and other 
special assistances involve both the federal and state governments, as 
does unemployment compensation, but the unemployment program is 
almost completely run by the states. Workmen’s compensation is wholly 
a program of the states, except for small segments of employees covered 
by federal laws. General assistance involves local governments, but the 
states are parties to these programs in varying degrees. Finally, even when 
the federal government alone is involved, there is no unity of administra- 
tion. Thus, by virtue of their political power, the railroad unions have 
secured separate and superior social security arrangements for them- 
selves, and civil service employees also have a special retirement program 
exclusive of the general system. 

Altogether it is difficult to imagine a more complex system than our 
American social security program. Moreover, for each type of social 
security there is a private remedy attempting, either in competition or in 
supplementation, to operate with the* social program, with an ever-in- 
creased payroll cost to industry (See Fig. 38). This complexity makes it 
impossible to do more than to highlight the outstanding features and 
issues of the social security program and of the basic union programs 
seeking the same ends as the social security program. The student who 
is interested in some of the special problems of the railroad system, of 
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veterans’ benefits, or o£ general public assistance should consult a more 
specialised study of social security. 


THE PROBLEM OF OLD AGE 

Rightly or not, employers generally prefer younger workers to older 
ones. It is generally believed that efficiency and capacity for work de- 

FIGURE 38 

Employer Payments for Employee Security, Private Industry, 1929-56 
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Payments by employers in private industry for the security of their employees have 
risen from less than half a billion dollars in 1929 to almost $12 billion in 1956 (an average 
of $251 per full-time equivalent employee). This cost to industry accounted for nearly 6 per 
cent of total employee compensation (including supplements) in 1956 compared to 1 per 
cent in 1929. Nearly half the total payments made last year were for private pension and 
welfare funds. 

Sources: Depaitment of Commerce; NICB. 

Copyright, 1957, by The Conference Board, 460 Park Avenue, New York 22, N.Y. 

Reprinted from Road Maps of Industry, No. 1134 (September 20, 1957). 
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FIGURE 38 — Continued 
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(1) Includes contributions for federal old-age and survivors insurance and railroad retirement insurance. 

(2) Includes federal unemployment tax, contributions for state unemployment insurance, railroad unemployment 
insurance and state cash sickness compensation funds. 

(3) Excludes corporate directors* fees and merchant marine war risk, life and injury claims, which are included 
as supplements to wages and salaries in the National Income Accounts. 


dines with age, but opinion differs as to the precise age at which this oc- 
curs, the magnitude of the decline, and how it varies between occupation 
and industry.^ (See Figure 39.) The man out of work and in his late 40’s 
or 50’s can testify to the difficulty of finding a new job. Whereas the pro- 
fessional person frequently reaches his earning peak after age 50, the 
industrial workers' earnings may be on the decline by that time, although 
union seniority rules often do place the older worker in the top earning 
spot in his class. 

The economic problems of the older worker have become more 
serious in recent years because of the aging of the population. The num- 

5 The Bureau of Labor Statistics has recently attempted to find answers to these ques- 
tions in connection with its older worker program. See "Job Performance and Age A Study 
in Measurement," Bulletin No. 1203, 1956 
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FIGURE 39 

Age Takes Toll of Workers 
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Graph compares the ability to work of men and women in the age group 55-64 with those in age 
group 65 and over. 

Source. Neuj York Herald Tribune, 

ber of aged (those 65 and over) has increased both actually and relative 
to the number of persons of working age (20-64 years) , and this increase 
is expected to continue throughout most of the twentieth century. In 
1900, there were almost thirteen persons in the working group to one 
over 65; by 1950, this ratio had declined to seven to one; and by the 
year 2000, it may drop to four to six aged 20-64 to every one past 65. In 
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addition, with compulsory retirement at 65 in many industries (of which 
more will be said later) , a smaller percentage of those over 65 are now 
working than was formerly the case. In terms of real numbers, the in- 
crease in the aging population is equally significant. In 1900, there were 
3 million over 65; in 1950, 12 million; by the year 2000, there are ex- 
pected to be 29-35 million in this category.^ The old-age group, aided by 
advancing medical science, is an ever-increasing one. 

Another factor which has accentuated the problem of old age is the 
increased urbanization of the population. Whereas we were once a pre- 
dominately agricultural nation, now more than two thirds of the popula- 
tion resides in urban communities. There is less room for aged grand- 
parents in the smaller city dwelling than there once was in the farmhouse; 
and it is more difficult and costly to provide necessities for the aged in the 
city than in the rural areas where the food is grown on the farm. 

When workers reach an age when they can no longer produce 
efficiently, it is certainly inhuman just to discharge them. Progressive 
employers of generations ago established the first pensions for just this 
reason. To be sure, the worker was supposed to make provision for him- 
self through savings. But farsighted employers realized that worker 
morale was improved, and the employer's reputation as a fair manager 
enhanced, if a pension plan was established. 

As higher standards of what is just and desirable developed, the 
need to provide for the aged worker became a community one. Because 
the worker who was not provided for became a public charge, it has been 
considered desirable, through compulsory government insurance, to see 
to it that old-age needs were at least partially cared for. 

Loss of Breadwinner 

Closely allied with the problem of old age is that of the family 
which loses its principal breadwinner. Advances in medical science which 
have strengthened life expectancy have been made primarily by successful 
attack on causes of death before the age of 40. Maladies such as cancer, 
heart disease, and arthritis, which strike persons at the peak of their earn- 
ing power, have increased the number of their victims since 1900. In 
addition, accident hazards resulting from such conveniences as the auto- 
mobile have greatly increased also. Few heads of families are able to 
carry sufficient private life insurance to do more than tide over their 
survivors for a relatively short period. The problem of taking care of 
survivors is essentially a public one. 

The extent of the problem created by the loss of the breadwinner is 

^ Social Security Administration, Research and Statistics Note No. 15, May 10, 1957. 
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demonstrated by these data. In March, 1956, there were 7.7 million 
widows, of whom 4.3 million were over age 65. About 700,000 younger 
widows had one or more children under age 18 dependent upon them for 
support.’’ More than half the widows under 65 worked, but less than 10 
per cent of the widows over 65 were employed. Even young, able-bodied 
widows who have dependents are handicapped in their search for work 
because of the difficulty of caring for children and trying to earn a living 
at the same time. 


THE OLD AGE, SURVIVORS, AND DISABILITY INSURANCE 
PROGRAM (OASDI) 

As the basic method of coping with loss of earning power because 
of old age or death of breadwinner, the old age and survivors insurance 
sections of the Social Security Act of 1935, as amended, provided as of 
January 1, 1958, for the types of retirement, survivor, and disability 
benefits shown in Table 32. 


TABLE 32 

Types of Old Age, Survivors, and Disability Insurance Benefits 
A Retirement Benefits 

Primary monthly benefit to retired worker (women 62 or older, men 65 
or older) 

Monthly benefit to his wife if 62 or older 
Monthly benefit to his dependent child under 18 or disabled 
Monthly benefit to wife, whatever age, if caring for child 
Monthly benefit to dependent husband or retired working wife 

B, Survivor's Benefits 

Monthly benefit to widow, 62 or older 

Monthly benefit to widow or divorced wife, whatever age if caring for 
dependent child 

Monthly benefit to child under 18 or disabled 

Monthly benefit to dependent widower 65 or older 

Monthly benefit to dependent parent (mother 62 or father 65 ) 

Burial benefit in lump sum to widow or widower or to person who paid 
burial expenses 

C. Disability benefits 

Monthly benefit to worker at age 50 if totally disabled for work 
Source' Social Security Administration. 


Benefits 

All benefits are based upon the monthly payment to the retired 
worker. In accordance with the law as of January 1, 1958, there are two 
methods of figuring this primary insurance. The older method uses the 

Data from U.S. Bureau of Census, ’^Marital Status and Family Status: March, 1956,” 
Current Population Reports, Series P-20, No. 72 (Washington, D.C., 1956). 
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average monthly wage beginning with 1937; the newer method uses the 
average monthly wage beginning with 1951. (Earnings from self-em- 
ployment covered by the law after 1950 are included in figuring "'average 
monthly wages.’') 

Most people’s average earnings have been higher since 1950 than 
since 1937. For this reason, payments based on average earnings begin- 
ning with 1951 are usually higher than those using wages beginning with 
1937. The average monthly wage beginning with January 1, 1951, can be 
used in any case if the insured person has six quarters of coverage after 
1950. 

The average monthly wage can be figured beginning with either 
1937 or 1951, whichever will give the higher payment, if the insured per- 
son reached age 22 before 1951 and has six quarters of coverage after 
1950. 

The benefit amounts must be figured by the newer method if the 
insured person reaches age 22 after 1950 and has six quarters of cover- 
age after 1950; they must be figured by the older method if the insured 
person does not have six quarters of coverage after 1950. 

For most people the best method is the one under which the worker’s 
retirement benefit at 65 is 55 per cent of the first $110 of his average 
monthly earnings since 1950, plus 20 per cent of the next $240. Table 33 
gives examples of benefits payable to you as the covered worker and your 
family in accordance with the law in ejffect on January 1, 1958. 

The minimum monthly payment to a retired worker is $30; the 
maximum, $108.50. Total monthly family benefits cannot exceed $200, 
or 80 per cent of average monthly wage, whichever is smaller. The 80 
per cent maximum, however, may not reduce benefits below $50 or 150 
per cent of the retired worker’s benefit, whichever is larger. The mini- 
mum monthly survivor family benefit is $30. 

The average monthly benefit received by retired workers in June, 
1957, was $64, and the total amount paid out in OASDI monthly bene- 
fits totaled $555 million. This amount was divided among 10.3 million 
beneficiaries, of whom 8.6 million were older persons (62 and over) and 
1.7 million were young survivors and dependents. 

Financing 

The OASDI program is paid for by contributions from both em- 
ployer and employee in covered employment. Self-employed persons 
covered by the program pay three quarters as much as the total of em- 
ployer and employee contributions on the same amount of earnings. 
Initially, the OASDI tax was 1 per cent on the first $3,000 of earnings in 
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Source : Social Security Administration, 
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TABLE 34 

Past and Future OASDI Taxes 


Year 

OASDI Tax Rate 

Maximum 
Tax Base 

Maximum 

Employee 

CONTRIBUTIONf 

Employee* 

Self- 

Employed 

Actual: 





1937-49 

1 % 


$3,000 

$ 30.00 

1950 

Wi 


3,000 

45.00 

1951-53 

Wi 

2Va % 

3,600 

54.00 

1954 

2 

3 

3,600 

72.00 

1955-56 

2 

3 

4,200 

84.00 

Scheduled: 





1957-59 

2Va 

3H 

i 4,200 

94.50 

1960-64 

2Va 

41/8 

4,200 

115 50 

1965-69 

314 

4% 

4,200 

136.50 

1970-74. . 

3^4 

55/8 

4,200 

157.50 

1975 and after .... 

434 

63/8 

4,200 

178.50 


*The employer tax rate is the same. 

tThe maximum employer contribution is the same; the maximum contribution per covered 
self-employed person is 50 per cent higher reflecting the higher tax rate applicable to the self- 
employed. 

Source ; Compiled by National Industrial Conference Board from official data. 


covered employment. The changes since in both the base and the rates 
are shown in Table 34. 

The OASDI taxes are collected by the payroll deduction method for 
the employed, and with income taxes for the self-employed, under the 
administration of the Bureau of Internal Revenue. All but the % per cent 
of the employee and employer tax and the % per cent of the self-em- 
ployed tax which were added in 1957 are deposited in the OASI Trust 
Fund of the United States Treasury. These amounts go into a Separate 
Disability Insurance Trust Fund. All expenses and benefits of the program 
now come from these tax receipts. The reserve portions of the Trust Funds 
— that is, those portions not required for current disbursement — are 
invested in interest-bearing United States government securities. 

As of June, 1957, reserves in the OASI Trust Fund amounted to |23 
billion, and the Disability Trust Fund had assets of $337 million. The 
Chief Actuary of the Social Security Administration predicts that the 
OASI fund will grow steadily until reaching a maximum of about $120 
billion in about 60 years and then decrease, and that the disability fund 
will build up slowly to a figure of $6 billion in 1975. 

Administration 

The OASDI is a wholly federal government-administered program 
with the single exception that initial determinations of disability are 
made by state agencies. Two departments share these administrative 
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functions, the Treasury and the Department of Health, Education, and 
Welfare. The Bureau of Internal Revenue of the Treasury collects the 
taxes, and the Secretary of the Treasury is the managing trustee of the 
Trust Funds. The Treasury also issues benefit checks and makes approprh 
ations from the Fund to cover administrative expenses. 

All other administrative functions are handled by the Bureau of Old 
Age and Survivors Insurance of the Social Security Administration, 
which is now a division of the Department of Health, Education, and 
Welfare. Centralized records are kept in Baltimore, Maryland, and field 
offices are located throughout the United States. In addition, research 
and actuarial divisions are attached to the Social Security Administra- 
tion in Washington. The determinations of disability which are (gen- 
erally the vocational rehabilitation unit) subject to review by the Social 
Security Administration. An appeals council, which hears cases involving 
claimants who are dissatisfied with interpretations of eligibilty or amount 
of benefits due, is also attached to the Social Security Administration in 
Washington. 

Eligibility 

Eligibility for benefits is based upon the extent and the time which 
a person spends in employment under the jurisdiction of OASDI. The 
yardstick for measuring whether one is insured under OASDI is the 
‘'quarter of coverage” — a 3-month period beginning January 1, April 1, 
July 1, or October 1 in which one was paid $50 in wages or earned $100 
or more in self-employment income, provided such earnings or income 
were in occupations or industries covered by OASDI. 

One is fully insured when he reaches retirement age (62 for women, 
65 for men) or dies if at that time he has one-quarter coverage (earned 
any time after 1936) for each two calendar quarters that have elapsed 
since December 31, 1930. At least six quarters of coverage are necessary in 
any case; forty quarters of coverage entitles one to fully insured status for 
life. One is currently insured at any time if he has at least six quarters of 
coverage within the preceding 3 years. In counting the number of cal- 
endar quarters that have elapsed since 1950, the following should be 
omitted: any quarters before age 21; any quarters in which the earnings 
record was frozen owing to disability. Table 35 shows how many 
quarters of coverage are needed for a person to be fully insured at re- 
tirement age. 

Self-employment earnings must be at least $400 per year to count 
toward quarters of coverage or benefit payments. If such earnings are 
at least $400, each quarter of the year is a quarter of coverage. 
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TABLE 35 

Eligibility Requirements for Fully Insured Status, OASDI 


Year at 
Which 
Retirement 
Age Is 
Attained* 

Minimum Number 
Eligibility Quarters 

IN Covered Employment 

Year at 
Which 
Retirement 
Age Is 
Attained* 

Minimum Number 
Eligibility Quarters 

IN Covered Employment 

January- 

June 

July- 

December 

January- 

June 

July- 

December 

1953 or 



1962 

22 

23 

earlier 

6 

6 

1963 

24 

25 

1954 

6 

7 

1964 

26 

27 

1955 

8 

9 

1965 

28 

29 

1956 

10 

11 

1966 

30 

31 

1957 

12 

13 

1967 ... . 

32 

33 

1958 

14 

15 

1968. . .. 

34 

35 

1959 

16 

17 

1969 .. . 

36 

37 

I960 

18 

19 

1970.. . . 

38 

39 

1961 

20 

21 

1971 or later 

40 

40 


*Those who do not have enough quarters when retirement age is attained may earn them 
by working in covered employment after that age is attained. 

Source ; Social Security Administration. 


To be eligible for retirement benefits for himself and his dependents, 
and for his surviving aged widow and parents to be eligible for sur- 
vivor benefits, the worker must be fully insured. (For dependent husband 
and widower's benefits, the working wife must be both fully and cur- 
rently insured.) Currently insured status provides benefit eligibility for 
surviving children, widows with children, and lump-sum payments. Pay- 
ment of the new disability benefits are contingent on fully insured status, 
currently insured status, and social security credit for 5 years of work in 
the 10 years before the beginning date of the disability. 


The Retirement Test 

A retired worker, dependent, or survivor who does not earn more 
than $1,200 in a year can get benefit checks for all 12 months of the year. 
But such beneficiaries earning more than $1,200 in a year before reaching 
age 72 will receive benefit checks for fewer than the full 12 months. The 
number of monthly benefit checks received will depend on the amount 
of total earnings and on how many months were worked. Generally 
speaking, one month's benefit check is lost for each $80 (or fraction of 
$80) of earnings over $1,200. However, no matter how much is earned 
in a year, benefits are not withheld for a month in which the individual 
has wages of $80 or less and does not render substantial self-employment 
services. This so-called * 'retirement test" is not applicable at all after the 
individual reaches age 72. 
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Coverage of OASDI 

Of every one hundred persons in the United States who worked in 
civilian jobs in March, 1957, eighty-three were earning credits toward 
retirement benefits under old-age, survivors, and disability insurance, two 
had joint railroad retirement-OASDI coverage, three were protected by 
federal civil service and special systems, and five were covered by state 
and local government retirement programs. Only seven out of one hun- 
dred civilian employees remained without coverage under a public re- 
tirement system, as Table 36 indicates. 

While all but a very small proportion of persons now working will 
qualify for a government pension upon retirement, the picture is not so 
bright for persons currently 65 years or older owing to the relative new- 
ness of most pension programs, and to the fact that not until recently has 
OASDI offered such comprehensive coverage. When monthly OASDI 
benefits were first payable in 1940, our population contained 9 million 
aged persons, a majority of whom were retired and unable to meet the 
eligibility requirements. Large areas of employment were excluded from 
participation: all of agriculture, domestic service, and nonfarm self-em- 
ployment. In fact, of the 85 per cent of civilian jobs covered by OASDI 
or railroad retirement in March, 1957, only 62 per cent had been brought 
under the programs prior to World War 11. Coverage was extended to 
the additional 23 per cent by amendments passed in 1950, 1954, and 
1956. Figure 40 shows how these extensions affected the growth in the 
total number of beneficiaries. 

These facts explain why at the end of World War II only about one 
fifth of retired aged persons was in receipt of a government pension. By 
the end of 1950 the proportion had gone up to almost two fifths, and at 
the end of 1956 it came to two thirds. Still, 3.5 million of the 10.7 million 
aged persons without income from employment in December, 1956, did 
not qualify for a government pension. It is for these excluded persons 
that the old-age assistance program plays an important part. 

OLD-AGE ASSISTANCE 

That OASDI could not cover all persons was recognized at the 
inception of the Social Security Program. Those already past age 65 were 
treated as business firms treat those who have left their employ when 
the business adopts a pension program — they were left out. But the 
writers of the Social Security Act recognized that some of the excluded 
oldsters did not have the resources to get along without public assistance. 
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TABLE 36 

Paid Civilian Workers Covered by a Public Retirement Program, March, 1957 


Coverage Status 

Millions 

Per Cent 

Paid civilian employment 

63 2 

100 

Covered hy a public program 

59 0 

93 

OASDI and railroad retirement* ... 

54.0 

85 

OASDI coverage under 1939 amendments . 

39 5 

62 

Added by 1950 and 1954 amendments . ... 

13.3 

21 

Joint railroad retirement-OASDI coverage . 

1.2 

2 

Government employee retirement f 

5.0 

8 

Not covered hy a public program 

4.2 

7 

Agriculture 

1.3 

2 

Domestic service 

0.9 

1 

Other ft- . . ... 

2.0 

' 3 


* Includes employees of state and local governments and nonprofit organi 2 ations and 
ministers who were actually covered under the program, it does not include persons eligible for 
coverage who were not covered in this month. 

t Excludes one million employees covered by both OASDI and state and local government 
retirement programs. 

tt Includes noncovered workers in the following partially covered industries educational 
institutions and agencies, medical and health services; rehgious, charitable, and membership 
organizations, forestry and fishing Also includes doctors, and other nonfarm self-employed 
persons not yet covered in March, 1957. 

Source : Social Security Admimstration. 


FIGURE 40 

Growth of Social Security Beneficiaries 1940-57 



Source: New York Times, 
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and they also reali 2 ed that for some persons receiving relatively lov 2 in- 
surance benefits, supplementation would be necessary. So they provided 
a system of grants-in-aid to the states for payments to the needy aged. 
Old-age assistance (OAA) is one of the three categorical relief programs 
provided by the Social Security Act. The other two were aid to dependent 
children (ADC) and aid to the blind (AB) . A fourth category — aid to 
the permanently and totally disabled (APTD) — ^was added in 1950. 

Old-age assistance was actually received by more persons than 
OASDI until the 1950 amendments broadened the coverage of the 
OASDI program. (See Fig. 4l.) Moreover, OAA payments have, on 
average, been kept better adjusted to the cost-of-living increases than 
have OASDI payments. (See Fig. 42.) There is, however, considerable 
variation state by state in OAA payments. In June, 1957, for example, 
the highest average OAA payment was "Washington’s $94.15 per month; 
the lowest, Mississippi’s $28.67 per month.® The reason for the variation 

FIGURE 41 

More and More Older Persons Will Receive OASDI Benefits 



The cross-hatched sections in bars indicate proportions of older persons receiving both OASI and 

OAA. 

Sources: Social Security Administration; National Industrial Conference Board, Inc. 

® Data from Social Security Administration. 
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is that, although the federal government foots a good portion of the bill, 
OAA, unlike OASDI, is mainly a state-administered program. 

The federal government in 1953 provided up to $39 per month for 
OAA (four fifths of the first $30 and one half of the remainder up to 
$60) to the states. 


FIGURE 42 

Average Monthly Old-Age Assistance Payment 



Sources: Social Security Administration; Bureau of Labor Statistics; National Industrial Confer- 
ence Board, Inc. 


OASDI Family Benefits 
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Sources: Social Security Administration; Bureau of Labor Statistics, National Industrial Confer- 
ence Board, Inc. 
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Table 37 traces the changes in the matching formula since 1935. 
The amendments in 1956 provided that, in addition to and separate from 
the matching of cash payments shown in this table, the federal govern- 
ment will share on a fifty-fifty basis state expenditures to doctors, clinics, 
hospitals, and other "vendors” of medical care on behalf of public 
assistance recipients. The maximum of such vendor payments in which 
the federal government will participate imder old-age assistance is de- 
termined by multiplying $6 per month times the number of OAA receipts. 

TABLE 37 

Changes in the Matching Formula for Old-Age Assistance 




Maximum Matchable Individual 
Payment 

Law 

Federal Matching Proportion 

Total 

Federal 

Share 

State 

Share 

1935 

One half of individual payment. . . 

$30 

115 

$15 

1939 

One half of individual payment 

40 

20 

20 

1946 

Two thirds of first $15 of average 
matchable payment plus one half 
of remainder 

45 

25 

20 

1948 

Three fourths of first $20 of average 
matchable payment plus one half 
of remainder 

50 

30 

20 

1952 

Four fifths of first $25 of average 
matchable payment plus one half 
of remainder 

55 

35 

20 

1956 

Four fifths of first $30 of average 
matchable payment plus one half 
of remainder 

60 

39 

21 


The 1956 amendments provide in addition that the federal government match on a fifty-fifty basis state 
expenditures for payments to suppliers of medical care on behalf of old-age assistance recipients, up to an 
average expenditure of $6 per month times the number of persons on the OAA rolls. 

Source: Social Security Administration. 


The Social Security Act makes these grants-in-aid for old-age assis- 
tance contingent on an age requirement no higher than 65 years, a resi- 
dence requirement which does not exclude persons who have resided in 
the state for 5 of the 9 years immediately preceding application and for 
1 year continuously immediately preceding application; and a citizenship 
requirement which does not exclude any citizen of the United States. 
State laws in existence prior to 1935 frequently contained more exacting 
eligibility requirements, particularly as to residence. 

Federal aid is limited to needy persons, but the states are permitted 
wide latitude in defining need, subject only to the requirement (effective 
July 1, 1941) that any income or resources of the applicant must be taken 
into consideration and (effective August, 1943) to an annual review of 
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the recipient’s eligibility for assistance. Such review, however, varies 
from a thorough one in some states to a perfunctory one in others. 

The proportion of aged persons on the old-age assistance roll varies 
widely across the country: from fewer than one out of ten in twelve juris- 
dictions to more than one out of three in eight. For the United States as a 
whole, 173 out of 1,000 persons 65 or over were receiving OAA in De- 
cember, 1956. 

These tremendous differences in OAA recipient rates reflect eco- 
nomic factors to some extent, but legislative, administrative, philosophi- 
cal, sociological, and political factors appear to have even more influence. 
One student of the subject concluded that two discretionary legislative 
provisions seem to exert the greatest control over the number of persons 
receiving old-age assistance payments. One is the requirement that chil- 
dren and other close relatives contribute to the support of their aged 
parents, spouse, etc. The other is the provision that the state may recover 
the total amount of assistance paid from the estate of the deceased 
recipient.^ 

CURRENT OASDI ISSUES 

Most students of social security favor, in principle, the widest possi- 
ble coverage of an insurance program and the narrowest possible cover- 
age of an aid program. This preference is based upon both social and 
economic grounds. The social reasons are grounded in the democratic 
belief that older persons have a right to spend their final years in dignity 
with the income based upon right rather than an income secured on the 
basis of demonstrated need. Under an insurance system, the worker and 
his employer, or the self-employed person, contribute during his working 
life a given amount of earnings which is then used to finance an income 
after retirement. By complying with the published rules of the insurance 
system, the retirement income is earned. Need is not a factor. 

In contrast, assistance is based upon need, which means that need 
has to be defined. Even with the best of intentions, different administra- 
tors will define need differently. In other instances, favoritism or political 
pressure may determine who receives assistance and who does not. In 
California and Washington, recognized pressure groups with large 
memberships now lobby for bigger and better old-age assistance. In 
Louisiana, a change in administrations brought with it a twofold in- 

9 Miriam Civic, "Income and Resources of Older People,” Studies in Business Eco- 
nomics No, ^2 (New York: National Industrial Conference Board, Inc., December, 1956), 
pp. 67-79. 
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crease in the number of old-age assistance receipients. The aged are a sig- 
nificant group worth pleasing to the ambitious politician, sometimes 
without proper consideration for the general welfare. Under such cir- 
cumstances, need can be redefined in terms of political regularity with 
consequent degradation of the older person in real need. 

The economic grounds for preferring an insurance program to an 
assistance program are closely related to the social ones. Insurance is paid 
for by the beneficiaries or their employers under a system of taxation that 
is clearly earmarked for a specific purpose. Assistance comes out of gen- 
eral taxation which permits liberality without tying costs to benefits, or 
costs to responsibilities. In the long run, assistance is likely to be found 
to be less efficent and more expensive, with those employed burdened with 
the care of an increasing older population that has not provided for its 
own retirement by insurance. 

Too Much OAA? 

Under present arrangements, OAA will continue to provide income 
for needy older persons who cannot qualify for OASDI benefits, but this 
group may be expected to become tiny in the future. More and more, 
OAA will play a supplementary role to OASDI, providing additional 
income for the small proportion of insured oldsters who cannot make 
ends meet on their benefits and personal resources. (See official projec- 
tions in Fig. 4l, p. 574.) 

This will be true, however, only if the purchasing power of bene- 
fits remains relatively stable. Should prices rise sharply and OASDI bene- 
fits not keep pace with them, many more aged persons may find it neces- 
sary to supplement benefits with OAA payments. 

Reduction in the amount of dependency among the aged, moreover, 
may not be translated into smaller relief rolls and lower assistance pay- 
ments if we are not alert to distortions that have already cropped up in 
the popular concept of the purpose of old-age assistance. There is wide- 
spread confusion in the public mind between the assistance and insurance 
programs for the aged. It is too often not clearly understood that OAA 
payments are intended only for the "needy” who do not have sufficient 
means to get along decently without such aid. Testimony before the 
Curtis subcommittee in 1953 revealed that many people had come to 
believe that they were entitled to old-age assistance as a matter of right, 
regardless of need, on reaching age 65;^® so did an intensive review of 

"Social Security after 18 Years/' A Staff Report to Hon. Carl T, Curtis, chairman, 
Subcommittee on Social Security, for the Committee on Ways and Means, House of Repre- 
sentatives, 83rd Cong., 2d Sess., 1954, pp. 9-10. 
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the subject conducted in 1951—53 by an academic research team in 
Californiad^ 

Public Pension Protection for All 

Problems of omission, co-ordination, and duplication remain among 
public retirement systems, although the 1950-56 legislation went a long 
way toward eliminating them. Logically, the various government systems 
should combine to guarantee a// persons who have worked in their pro- 
ductive years a basic monthly pension when they are too old to work. In 
the past, the gaps in coverage of OASDI and nontransferability of wage 
credits among the individual systems, however, have prevented attain- 
ment of this ideal. The extension of OASDI to most nongovernmental 
employment and self-employment, the joint protection provided by 
OASDI and railroad retirement, and the procedure for bringing state and 
local government employees into the OASDI system are all steps in the 
direction of correcting these shortcomings. But it remains to be seen how 
many states will avail themselves of the opportunity to come under 
OASDI. And still to be achieved is some integration of civil service and 
other federal retirement systems with OASDI — at least to the extent of 
preventing loss of protection for people moving between private and 
public employment. 

Perhaps of more concern to future generations are the double bene- 
fit rights which have been earned by veterans and their families under 
OASDI and the veterans’ programs. Nonservice-connected pensions were 
provided before this country embarked on a general program of income 
insurance for retirement. In a way, they can be viewed as a pioneer social 
security program for the segment of the population distinguished by hav- 
ing served in the Armed Forces. 

The argument for continuing to provide such benefits loses its force, 
however, when citizens generally have OASDI protection. Besides, veter- 
ans no longer account for a small proportion of the population that we can 
afford to treat with extra generosity. In 1940, veterans and their families 
represented only 1 1 per cent of the whole population. By 1956, they num- 
bered an estimated 75 million and constituted 45 per cent of the total 
population — 49 per cent if those still in the Armed Forces and their fam- 
ilies are included. 

Adopting as a guiding principle the attitude that military service in 
time of war or peace should be regarded as an obligation of citizenship 
and should not be considered inherently a basis for future benefits, a 

"Our Needy Aged: A California Study of a National Problem,” by six members of 
the faculty of Pomona College (New York: Henry Holt & Co., Inc., 1954), p. 342. 
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Presidential Commission headed by General Omar Bradley recently in- 
dicated:^^ 

Our society has developed more equitable means of meeting most of the same 
needs and big strides are being made in closing remaining gaps. The nonservice 
connected benefits should be limited to a minimum level and retained only as a 
reserve line of honorable protection for veterans whose means are shown to be 
inadequate and who fail to qualify for basic protection under the general old-age 
and survivors insurance system. 

Pay As You Go versus Reserve Financing 

In discussing how the insurance program is financed it is necessary 
to separate old age and survivors benefits from the new disability bene- 
fits. When the latter were adopted in 1956, a special trust fund was set 
up as an answer to the argument that disability benefit costs might bank- 
rupt the OASI system. As has already been pointed out, an additional 14 
per cent was added to the combined employer-employee rate (and % 
per cent to the self-employed rate) in all future years to finance the dis- 
ability benefits. Increases in the OASDI tax schedule are all attributable 
to increased contributions to the OASI Trust Fund. 

The present method of financing old age and survivor benefits is 
actually a practical compromise between two extremes: pay as you go and 
level premium. The latter would require an uniform contribution rate at 
all times, much higher to meet current outlays in earlier years and lower 
than necessary for the same purposes in later years. Because of the 
enormous reserve fund which level-premium financing would require 
building up, it has not been adopted. Rather, the plan has been to set 
taxes on a modestly increasing basis which will divide costs over the 
years and build up a large but not enormous (for the job to be done) 
reserve. The Fund can then absorb short-term fluctuations in benefits and 
assume some past service credits. Figure 43 compares how reserves build 
up under the original and the present plans. 

Proponents of the pay-as-you-go method argue that we are actually 
paying as we go now, since when current contributions are exceeded by 
costs, we shall have to convert the government securities in the Trust 
Fund into cash by taxation or borrowing. Hence they believe that it would 
be better to meet benefit costs as they arise. 

There are several objections to this viewpoint. One very practical 
one is that it jumps costs too high at a later date after keeping them low 

"Veterans' Benefits in the United States, Findings and Recommendations,” A Report 
to the President by the President’s Commission on Veterans’ Pensions, April, 1956, p. 138. 
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FIGURE 43 
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Data: 74th Cong., 1st Sess., Senate Report 268; Treasury Department. 
Source* Reproduced from Business 'Week, by permission. 


initially, so that employees and employers become conditioned to a large 
benefit for a low cost and resist future increases which must become 
effective if pay as you go is not to be dropped in favor of meeting costs 
either from general taxation or by deficit financing. Another objection 
along these same lines is that short-term fluctuations in benefits can oc- 
cur and thus cause erratic and uncertain tax changes if strict pay-as-you- 
go financing is to be maintained. 

Another objection to the pay-as-you-go method of financing is that 
it foregoes the right to earn interest, which materially reduces the cost of 
pensions under the trust-fund method of financing. The interest earned 
by the Trust Fund is not only a saving for the insurance system but for all 
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taxpayers as well, since bonds now "sold" to the Trust Fund would, at 
least whenever the federal budget shows a deficit, otherwise be sold to 
banks or other institutions or individuals, and then the interest would be 
a cost to the taxpayers, without a return to the general pension system. 

The contention that we are already on a "pay-as-you-go" plan, since 
the reserve in the Trust Fund is invested in government securities, is open 
to serious question. The securities purchased for the Trust Fund are not 
created for that purpose. If they were not sold to the Trust Fund, they 
would be sold elsewhere to permit the government to borrow the funds 
that it needs. So long as there are government bonds or securities out- 
standing, it makes no difference whether they are in the hands of private 
banks or public trust funds insofar as costs are concerned. It therefore 
follows that we are not now on a pay-as-you-go plan because government 
taxation or borrowing to redeem securities in the Trust Fund pays the 
cost of the services or projects for which the bonds were issued, not the 
costs of old age and survivor benefits. It is no more an unusual procedure 
for the OASI Trust Fund to invest in government securities than for a 
private insurance company’s reserve fund to do the same with its current 
surpluses, 

"Pay as you go" is based upon a very dangerous assumption, for it 
assumes that future generations and Congresses will be willing to levy 
special taxes at a much higher rate than present ones. The cost of retire- 
ment is both a present one and a future one. By levying all the cost of 
those retired at the time of retirement, pay-as-you-go adherents would 
have us, in effect, live off our depreciation. What we would be doing 
would be analogous to the factory owner who takes no heed of machine 
depreciation until the machine wears out. Then he must charge the cost 
of a new machine against the profits of a single year, instead of spread- 
ing the cost over many years. Proper provision for the aged requires that 
the costs of retirement be divided between the future and the present. 
"Pay-as-you-go" proponents would, it appears, delay too much of the 
costs for the future and thereby risk that either the costs would not be met 
and the benefits denied or that benefits be given only to those who are de- 
termined to be needy, in spite of the evils of the assistance system and the 
fact the OASDI benefits are earned, not given as charity. The Republican 
Eisenhower administration, like the Democratic administration of F. D. 
Roosevelt and Truman, has wisely rejected *'pay as you go." 

Compulsory Retirement 

The cost of a retirement program now and in the future is going to 
depend considerably on how many persons past 65 continue to work. 
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The more that do work, the less will be the cost. As of June, 1957, about 
two fifths of the men past 65 years of age were in the labor force. If peo- 
ple generally were to retire and take benefits at 65, the long-range costs 
of OASDI would materially increase. By the same token, if limits on 
receiving income were removed as a condition of receiving OASDI pay- 
ments, costs would also materially increase. 

Because many persons over 65 prefer work to retirement, forced 
retirement increases the cost of an adequate retirement program. To com- 
bat the trend to compulsory retirement, Professor Sumner Slichter has 
proposed a small OASDI tax rebate to the employer who keeps older 
workers on the job. The employer and the community would benefit, 
while the worker involved would be happier since only those over 65 
who wanted to work would participate in the plan. A contribution which 
will buy a pension at age 65 will buy a one-third larger pension at age 
68 and a one-half larger pension at age 70. That is because fewer people 
would receive the benefits at the higher ages, and pensioners who retire 
at the more advanced ages would live fewer years supported by pensions. 

If this proposal is adopted, it should also include provisions for un- 
limited earnings after age 70. At present, a person can earn an unlimited 
amount after age 72 and still receive his pension. It would seem reason- 
able that if this were changed to age 70, more people might wait until 
then to retire; but 72 may be too long after 65 to be worth waiting for. 
In this connection, there is now much agitation to liberalize the $1,200 
limit on earnings in covered employment between ages 65 and 72. Care 
must, however, be taken to prevent retirement from being too financially 
worth while and thus upping too high the cost of retirement by inducing 
those to retire who at 65 might otherwise be inclined to stay in the labor 
force. 

Insurance Benefits for the Permanently and Totally Disabled 

Failure to provide insurance benefits for workers disabled before 
reaching retirement age was long the most serious omission of our 
social security program. The first step taken to correct this omission was 
the disability freeze provision of the 1954 amendments which may be 
likened to the waiver of premium under life insurance. The second step 
was the provision of benefits to permanently and totally disabled workers 
at age 50 and to children over 18 if their disability began prior to that 
age. But these are only a beginning, and it is likely that there will be con- 
siderable pressure to liberalize this section of our social security program 
in the years ahead. Two of the questions that may be raised at this point 
are: 
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1. What is the justification for permitting benefits only after age 
50 ? Would not a younger disabled worker be just as seriously in need ? 

2. Why limit disability benefits to payments to the worker himself 
but extend retirement benefits to the wife and children of the worker ? 
Certainly the family of a disabled worker should get the same consider- 
ation. 

Issues for the Future 

By the end of May, 1957, nearly 300 bills relating to social security 
had been introduced in the 85th Congress but little was done about them. 
Congressional action appears to wait for the even years — the election 
years — since social security has become a popular political issue. Never- 
theless, the bills introduced provide a clue as to what may emerge as social 
security issues in the future. Extension of OASDI coverage was provided 
in fifty-three bills, reduction of the retirement age in twenty-nine, in- 
crease of benefit amounts in thirteen, and liberalization of disability bene- 
fits in eleven. Twelve bills would eliminate the retirement test, while 
twenty-seven would liberalize it in various ways. New types of benefits — 
such as hospitalization benefits for beneficiaries — ^would be added by nine 
bills. Some seventy bills would liberalize or otherwise amend public-as- 
sistance legislation. This is not a complete listing, but it suggests that 
1958, like 1950, 1952, 1954, and 1956, will witness expansion of our 
present social security program. 

INDUSTRIAL PENSIONS 

The Social Security Act was passed in 1935 at a time of depression 
and low living costs. The primary retirement (OASI) benefit was set 
at $24.97, plus another $13.21 for the wife. Twelve years later, in spite 
of war prosperity and inflated living costs, these benefits remained the 
same. Many forward-looking industrialists urged liberalization of OASI, 
but, in general, industry, if it did not oppose such action, certainly did 
not support it. 

In 1950, however, when the OASI benefits were liberalized, industry 
gave such liberalization its blessing. In the meantime, labor leaders had 
run away with the ball. Their answer to the failure of OASI to keep 
pace with living costs was the bargained pension. 

Development of the Bargained Pension 

Bargained pensions are a post-World War II development. Long 
before then, however, private pension plans were developed by unions 
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and companies, separately, and outside the scope of collective bargaining. 

Pension plans operated and financed by unions were inaugurated 
mostly prior to World War 1. They had a high mortality rate, and few 
survived. Company pension plans blossomed in the 1920’s as part of 
industry’s joint attempt to develop a personnel program and to offset 
unionism. After a reversal occasioned by the great depression and the 
inauguration of the Old Age and Survivors Insurance program in 1935, 
interest in company pension plans was revived by a change in the In- 
ternal Revenue Code in 1942. The new revenue regulations permitted 
employers to deduct costs of pension plans which met certain require- 
ments at a time when profits were high and rising. Company pension 
plans increased from approximately 600 in 1939 to 9,000 ten years later. 

The drive for bargained pensions received its first great impetus in 
1946 when John L. Lewis won his health and welfare fund for coal 
miners. In 1949, Philip Murray won support for bargained pensions from 
a fact-finding board appointed by President Truman to make recom- 
mendations in a dispute between the major steel companies and the Steel- 
workers Union. After a strike, the steel companies acceded to the pension 
demand. Soon thereafter, the major automobile companies signed pension 
agreements, and the movement spread throughout the economy. 

The extent of coverage of industrial pension plans is not known 
precisely, but judging from the estimates for 1940-55 shown in Table 
38 it would be safe to place total coverage at the end of 1957 at about 
15 million workers. 


TABLE 38 

Estimated Coverage under Private Retirement Plans 


End of Year 

Number of Plans* 

Milhons of Persons Coveredf 

1930 

720 

2.4 

1935 

1,090 

2.6 

1940 

1,965 

3.7 

1945 

7,425 

5.6 

1950 

12,330 

8.6 

Insured 

11,250 

2.7 

Self-insured .... 

1,080 

5.9 

1955 

23,000 

13.3 

Insured 

18,980 

4.1 

Self-insured .... 

4,020 

9.2 


* Excludes "pay-as-you-go” plans. 

t Includes persons covered under "pay-as-you-go” plans; for 1955, excludes annuitants. 
Sources: Division of the Actuary, Social Security Administration; Institute of Life In- 
surance. 
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Contributory versus Noncontributory Pension Plans 

Three fifths of the pension plans for hourly employees in a survey 
of 327 companies conducted by the National Industrial Conference Board 
in 1954-55 were financed solely by employer contributions (noncon- 
tributory plans) The remainder were contributory, usually with the 
employer paying the greater share of the costs. Contributory plans pro- 
vide for the return of the employee’s contribution if he leaves the com- 
pany, generally with interest. 

Those who favor the noncontributory approach point out that the 
employer’s contribution to an employee pension plan is a deductible in- 
come tax expense, but the employee’s contribution is not. Hence the 
employer can pay the cost at a smaller net expense than the employee. 
Moreover, the cost of retirement from this point of view is similar to a 
depreciation cost on plant and equipment and, like such costs, should be 
borne by the employer. 

Large unions, such as the Mine Workers, Steelworkers, and Auto- 
mobile Workers have insisted upon noncontributory pensions in nearly 
all of their contracts. These unions also take the position that workers 
forego a wage increase when they bargain for pensions and are thus in 
effect 'contributing.” 

The contributory approach to pension financing is based upon two 
principles: (l) that it is salutary for those who benefit to participate in 
the cost so that they understand and appreciate that nothing is free; and 
(2) that a more liberal pension is possible when both employers and 
employees contribute. These arguments have not impressed most union 
leaders. 

Funding Pension Plans 

Some pension plans are not funded. The employer simply pays the 
cost of the pension as it is incurred. Pensions are on a pay-as-you-go basis. 
Such plans have the disadvantage of incurring major costs in one year 
which should be spread over a number of years. In addition, there is no 
guarantee that promised pensions can be paid if the business either be- 
comes hard pressed or goes bankrupt. Still another disadvantage is that 
pay-as-you-go plans do not reap the full tax advantages to the company 
which the Internal Revenue Code grants to actuarially sound plans. 

Despite these disadvantages, many companies have agreed to pen- 

F. Beatrice Brower, "Pension Plans and Their Administration,” Studies in Per- 
sonnel Policy No. 149 (New York: National Industrial Conference Board, Inc., 1955). 
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sion demands of unions without more than pay-as-you-go financing ar- 
rangements. Such companies are often small concerns which are either 
poorly advised or which do not have the financial resources to make 
sound actuarial provisions for pensions. One may expect such pension 
agreements to be little more than empty promises if a serious depression 
occurs. The United Mine Workers’ pensions are on a pay-as-you-go basis 
in both the bituminous and anthracite industries. The bituminous fund 
once had to suspend payments, and the costs have risen sharply since its 
inauguration, with the end not in sight. In 1954 the anthracite fund was 
forced to cut its $100 pension in half because of lack of cash. 

A much sounder way to handle pension financing is by funding — ac- 
cumulating funds for future payment. Trusteed fund plans are admin- 
istered by the employer or employer and union, often with the assistance 
of a bank. An actuary determines the amount of funds to be set aside, 
basing his estimate on such things as age of the work force, labor turn- 
over, interest rates, etc., and the funds are placed in an irrevocable trust 
for investment. Should the company go out of business, pension payments 
are made to the extent that there are funds available, but no trusteed 
funds may be spent for anything but pensions, no matter what the em- 
ployer’s needs are. The Auto Workers’ plans are mostly of this type. 

Group annuity plans are funded plans which are underwritten and 
administered by insurance companies. Premiums are charged by the in- 
surance company which provides for annuities for employees as they re- 
tire. Small companies which do not feel capable of setting up trusts often 
find the insured plan to advantage. 

A final type of pension financing is based upon profits. In prosper- 
ous years, a portion of profits is set aside to finance pensions. This eases 
the financial burden — if profits are consistently good. Therein lies the 
danger. For the heaviest costs of retirement can occur when profits are 
not good, or before sufficiently profitable years have occurred. Pension 
costs do not fluctuate, like profits, with the business cycle. 

Vesting 

If, under certain conditions, an employee retains rights to a pension 
even if he leaves a company, that pension plan gives “vested rights.” 
(Vesting does not mean merely the return of the employee’s contribution; 
it entails rights to the employer’s share, usually in the form of retirement 
income.) Generally, vested rights accrue only after a certain number of 
years of service, with additional requirements of age also common. 

A significant development in collective bargaining on pensions since 



588 • ECONOMICS OP LABOR RELATIONS 

1955 has been the increased adoption of vesting provisions/^ A vested 
plan is more expensive than a nonvested plan, and may not be so effective 
in dissuading experienced employees from quitting a particular company 
to take another job. But it protects the retirement income of employees 
who are forced to leave the company because of disability or unfavorable 
business conditions. Furthermore, vesting allows an employee to leave a 
company voluntarily without fear of losing his retirement income, thus 
encouraging labor mobility. Last, but not least, vesting may overcome 
that part of employer resistance to hiring older workers that is rooted in 
the higher cost of providing pensions for such workers. The cost need 
not be higher if the employee brings with him the accrued retirement 
protection he has built up in his past job or jobs. For all these reasons, 
some experts contend that private pension plans should provide vesting 
tights if they are to contribute effectively to economic security in old age. 

Areo Plans 

One way in which some unions are attempting to solve the vesting 
problem is by means of area plans. Such a plan is in operation in Toledo, 
Ohio, where the United Automobile Workers’ Union has been able to 
induce a number of firms in effect to pool pension plans into one area 
plan. Workers can transfer from one plant to another which is a party 
to the area pension plan without losing their stake in the pension plan. 
If one plant goes out of business, the others in the plan assume the obli- 
gations at least of those remaining in the labor market. 

The United Mine Workers’ Health and Welfare Fund is similar, 
but instead of being on an area basis it is on an industry basis with sepa- 
rate funds for the bituminous and anthracite industries. Other such plans 
exist in various retail trade industries and in the garment trades. 

Most companies oppose inclusion in an area or industry plan be- 
cause of the unknown quantity of the liability which they assume by 
pooling their funds with other companies and therefore at least partially 
accepting responsibility for pensions in companies outside of their own. 
Most of the companies involved are small ones which otherwise might 
not be able to pay for a pension plan and which do not have the bargain- 
ing power to oppose a union demand for an area pension. 

Because such funds as the Miners’ Health and Welfare Fund are 
concerned also with hospitalization and medical benefits, we shall discuss 
them in greater detail in Chapter 21. Suffice it to point out here that, de- 

An analysis of vesting since 1925 and a description of the major characteristics of 
vesting provisions as they exist today are contained in an article, “Vested Pension Benefits,” 
by Harland Fox, which appeared in the Management Record (New York: National Industrial 
Conference Board, October, 1955). 
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spite the requirement in the Taft-Hartley Act that such funds be jointly 
administered by unions and employers, they are often union controlled. 
Recent investigations indicate that the funds are sometimes used for per- 
sonal gain. The need for government supervision is therefore substantial 
if large sums of money meant for pensions and medical benefits are not 
to be squandered. 

Compulsory Retirement 

While retirement policies among companies with pension plans are 
quite varied, many companies require retirement at a specified age with 
few or no exceptions allowed. The National Industrial Conference Board 
found mandatory retirement in about three fifths of the 327 companies 
whose retirement practices were studied in 1955, with sixty-five the age 
most frequently specified.^^ Other companies permit the employee upon 
reaching normal retirement age to continue working as long as he is rea- 
sonably efficient and physically able to perform his duties. Others auto- 
matically retire him when he reaches a specified age unless he receives 
management approval to continue working. 

Workers who reach retirement age in good health are frequently 
loath to retire. Partly this is because of a desire to maintain their present 
standard of living; partly it reflects a desire to remain with their friends 
in the work group; and partly it is based on a feeling of loss of usefulness 
which often goes with retirement. Less than 9 per cent of some 1,700 
retired employees who were in the favored position of receiving com- 
pany pensions said that they had retired to have more time for them- 
selves. Figure 44 lists the other reasons they gave.^® 

Unions have taken up the case against compulsory retirement. A 
Bureau of Labor Statistics analysis in 1952 revealed that the greater the 
degree of union participation in the administration of pension plans, the 
less likely were such plans to contain compulsory-retirement provisions. 
The concept that management has a right to retire workers because of 
age alone has thus been successfully challenged. The management con- 
cept that pensions are a reward for long and faithful service is pitted 
against the union view that pensions are deferred compensation which 
the worker has earned and which he may accept when he no longer de- 
sires to work. 

F. Beatrice Brower, "Retirement of Employees: Policies, Procedures, Practices,” 
Studies in Personnel Policy, No. 148 (New York: National Industrial Conference Board, 
Inc., 1955). 

1® John J. Corson and John W. McConnell, "Economic Needs of Older People” (New 
York: Twentieth Century Fund, Inc., 1956). Figure 44 is based on a survey conducted by 
the authors and discussed in their excellent book on pages 40—41 and 73-75. 
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FIGURE 44 

Why Do People 65 and Over Retire ? 



Source: Twentieth Century Fund, Inc. 


Of course, management and union policy toward compulsory retire- 
ment has been influenced by the tight labor market since World War 11. 
In the event of depression and unemployment, management would likely 
insist on enforcing retirement in order to be able to utilize younger, more 
efiicient workers. With unemployment in its ranks, unions might well 
urge older workers to retire in order to give younger members an oppor- 
tunity to work. 

Eligibility for and Types of Benefits 

Usually a worker becomes eligible for a pension after he has been 
with the company a sufiiciently long period to acquire seniority. Under 
contributory plans, the worker must, in most cases, choose whether he 
desires to participate. In some plans, both contributory and noncontribu- 
tory, participation is not permitted until a specified age or number of 
years of seniority, or both, are attained. Moreover, some plans have a 
maximum participation age (anywhere from 40 to 70, but usually above 
55) beyond which an employee not previously covered is not eligible to 
participate in the pension plan. 

To be eligible for normal pension benefits, an employee usually has 
to attain a specified age and have a stipulated amount of service. In addi- 
tion to normal benefits, a large proportion of plans make provision for 
early retirements, usually at age 55, at a considerably reduced pension; 
and a majority of them permit retirement in case of total and permanent 
disability. 



SECURITY FOR THE AGED • 591 


Amounts of Benefits 

The pension formula may ignore OASDI benefits entirely. Such 
plans generally provide either for a payment equivalent to a uniform per- 
centage of income or a flat sum of money for all compensation groups. 
If the private pension formula takes OASDI benefits into account, inte- 
gration may be accomplished in one of three ways. First, the plan may 
provide the desired total amount and deduct from this the full OASDI 
retirement benefit. A second method allows employees to reap some gain 
from the increases legislated in the government program by deducting 
only part of their OASDI benefit from the company pension. And, third, 
a dovetailing of company benefits with OASDI may be accomplished by 
use of a graduated percentage formula which results in a larger pension 
on above-taxable earnings than on taxable earnings. 

In an analysis of 124 pension plans, The National Industrial Con- 
ference Board found nearly as many different formulas as there were 
plans. Grouping them into the categories described above, fifty-eight 
were completely divorced from OASI benefits, eight deducted the full 
OASI retirement benefit, twelve deducted part of the OASI benefit, forty- 
two had graduated percentage formulas, and four combined deduction 
of part of the OASI benefit with a graduated formula. Within each cate- 
gory there was wide variation. 


TABLE 39 

Monthly Benefits — Four Pension Plans 


Company 

Private Plan 
Alone 

OASDI AND Private Plan 

Single Man 

Mamed Couple* 

General Motors 

167.50 

$156.00 

$200.30 

U. S. Steel 

72.00 

160.50 

204.80 

U. S. Rubber 

54.00 

142.50 

186 80 

Eastman Kodak 

75.00 

163.50 

207.80 

1 


* Wife 65 or over. 


Table 39 illustrates the benefits payable at the end of 1957 by a 
few of the larger companies. It assumes that the worker is retiring at 
age 65 after 30 years of service with average monthly earnings of $250. 

These figures do not necessarily equal benefit amounts currently re- 
ceived by aged persons retired on the pensions of the above companies. 
The assumption of a constant annual earnings level of $3,000 for 30 
years is not realistic for the typical employee retiring under the plans. 

Studies in Personnel Pokey No. 149, p. 60. 
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EFFECTS OF BARGAINED PENSIONS 

The economic implications of the bargained pension have many 
ramifications. We shall now explore some of the major problems which 
either have resulted or may be expected to result from bargained pensions. 

Liabilities and Cost Estimates 

The first problem which a pension plan poses is how much money 
can be contributed and what is to be done with the collected funds. De- 
spite advances in actuarial science, the cost of a pension plan cannot be 
predicted with precision over a long period of time. The reason is that 
actuaries must base their estimates on assumptions of human and business 
conduct and of the course of the business cycle. These may not be borne 
out, and the individual business management may have little or no con- 
trol over them. Thus, estimates of future costs of pension plans take into 
account such matters as average age at which employees are hired and 
their average length of service, the rate of employee turnover, the life 
expectancy of the retired employees, and the rate of return on invested 
pension funds. Except for the life expectancy of the retired employee, 
any assumption concerning these matters may be altered by fluctuations 
in the business cycle. 

For example, to reduce future liability costs, a business may attempt 
to hire only younger men. (Some implications of this will be discussed 
later on.) In a period of expansion and shortage of labor, however, this 
hiring policy may have to be violated or the company will find its expan- 
sion plan blocked by lack of personnel, particularly in key skills. It was 
precisely because of the unavailability of younger workers during World 
War II that a large number of older workers secured good jobs. Unless 
the older workers are excluded from the coverage of newly adopted plans, 
they will increase the cost of such plans during the first years of their 
existence. 

Periods in which labor is scarce are also periods of rising prices. A 
rising price level hits pensioners, a fixed income group, hard. During 
such periods, unions will demand increased payments for present and 
future pensioners. These demands may not be easily resisted, and the effect 
again will be to increase costs substantially. 

During periods of unemployment, prices may fall. At such times, 
there is not likely to be a demand for a decrease in pension payments. In 
fact, a period of decreased employment might also increase the accrued 
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cost of pension plans. Because of the widespread use of the seniority 
criterion in determining layoffs, the longer a period of low employment, 
the higher the percentage of older men that are likely to be found in 
plants. The larger the number of older men employed, the higher is the 
cost of retirement plans. Therefore, instability of business and employ- 
ment complicates pension planning whether the instability is in the up- 
ward or downward direction. Instability is not at all unusual in our dy- 
namic capitalistic economy where progress is by leaps and boxmds rather 
than by a smooth flow. 

Real Costs of Pension 

A basic law of economics is that the real cost of anything is what 
one foregoes in order to secure it. If business spends a certain amount on 
pensions, other things being equal, less will be spent on wages or other 
items of costs, or less will be allocated to profits, unless a business can 
pass the whole burden of the pension costs onto the consumers. To the 
extent that the products which the workers buy are increased in price by 
the costs of pensions, the workers contribute to these costs as consumers. 
There is no such a thing as a free pension. It must be paid for, either 
directly or indirectly, in the form of higher prices, unless the pension 
cost is offset by increased productivity. 

Pensions, moreover, introduce into cost calculation an item that is 
less flexible than wages, even granting the rigidities of the present wage 
structure. Employees can be laid off — ^pensioners cannot. 

Finally, it should be noted that increased productivity does not de- 
crease the cost of paying pensions, except insofar as it permits the busi- 
ness to operate with less workers and, therefore, fewer future pensioners. 
Pensioners involve a cost without any direct return since they do not con- 
tribute to production. On the other hand, an indirect return may accrue 
from the fact that pensions sometimes permit younger and more ejOEcient 
workers to take over jobs. 

Compulsory Retirement 

One way in which industry can reduce the cost of pensions is to 
cease retiring people at 65 regardless of whether the person is qualified 
to keep on working. 

The compulsory-retirement movement is the result of several fac- 
tors. For one thing, it permits private retirement plans to be co-ordinated 
with OASDI. Second, it prevents discrimination in retirement. Third, it 
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is backed by those who feel that compulsory retirement is necessary in 
order to prevent unemployment among younger men. And, fourth, it 
results from the natural desire of management to give younger and some- 
times more efficient persons opportunities in the better jobs. 

The last reason is of prime importance to concerns which have col- 
lective agreements making seniority one, if not the only, criterion govern- 
ing promotions. Such companies are sometimes hard pressed to hold the 
more able younger employees who see nothing but frustration ahead if 
promotions are made on the basis of seniority alone. The fact that less 
than one half of the men in the United States who are 65 years of age 
and over now work is in part the result of the compulsory-retirement 
policy of business. 

Forced retirement at 65 aggravates the pension question because 
many people do not want to retire. To be sure, for certain jobs, mainly 
the professions, where new ideas are so essential and where the retired 
person can continue to be active in his field, blanket retirement at 65 may 
be defensible. 

For the great majority of jobs, however, the age of 65 is too early 
for retirement. Had the rule of retirement at 65 been generally in effect 
in August, 1949 , 3 million fewer people would have been at work in the 
United States, and the annual output of the economy would have been 
nearly $11 billion less — except to the extent that the dropping of older 
workers might have raised the efficiency of younger workers.^® 

Moreover, the fact that the population is growing older increases 
the need to develop better tests for retirement than mere physical age. 
Some persons should be retired at 55 — others at 75. Unless some superior 
retirement criteria are developed, we shall be throwing some of our best 
talents on the scrap heap instead of using them to add to the national 
wealth and income. 

If we do develop these superior criteria for retirement, however, we 
should not expect the problem of retirement costs to be insignificant. 
Even at the age of 70 the average male may expect to live 9 years longer. 
Superior retirement criteria should reduce the costs of retirement and 
increase the product of industry by letting otherwise idle people work. 
But retirement costs will still be substantial. 

Since management decisions as to when a person should retire are 
challenged by unions in many retirement plans, we may expect greater 
flexibility in retiring age and less automatic retirement. This is an asset 
of bargained pensions. 

IS Summer H. SHchter, ’The Pressing Problem of Old Age Security,” Neu^ York 
Times Magazine, October 16, 1949, p. 9. 
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Pensions and Investment 

Pensions are not only a present cost but, more important, they are 
an increasing prospective cost. Hence, pensions tend to reduce prospective 
profits except insofar as pension costs offset tax costs. Since the decisions 
of potential investors are based upon the future profit outlook, pension 
commitments can adversely affect investment. If this occurs, then the vol- 
ume of employment which depends upon investment will also decline. 

Pension plans may also affect investment by changing the direction 
of funds which are headed toward the investment market. This is true 
because pension plans, if conceived on a sound actuarial basis, require the 
establishment of tremendous reserves. Almost $29 billion had accumu- 
lated in pension funds by December, 1956, and these funds were increas- 
ing at the rate of $3% billion per year. 

Table 40 shows how these reserves were invested, and how holdings 
of insured plans differ from holdings of noninsured plans. This may tend 


TABLE 40 

Where Private Pension Funds Are Invested 
Percentage Distribution; End of Year 


Type of Asset 

All Corporate 
Pension Funds 

Noninsured Plans 

Insured Plans* 


1956 

1951 

1956 

1951 

1956 

1951 

U. S. government 
securities 

11.3 

24.1 

13 8 

31.6 

7.9 

16.1 

Corporate bonds. 

47.0 

41.9 

52.3 

45.4 

39.7 

38.1 

Corporate stocks. 

16.6 

9.8 

26.1 

15.8 

3.7 

3.3 

Mortgages 

15.4 

13.6 

1.4 

n.a. 

34.4 

28.3 

Other 

9.8 

10.6 

6.4 

7.2 

14.3 

14.3 

Total 

100.0 

100.0 

100.0 

100 0 

100.0 

100,0 

Millions of dollars. 

28,914 

13,276 

16,639 

6,876 

12,275 

6,400 


* Total assets of United States Life Companies (|68.3 billion in 1951 and $96 0 billion in 
1956) were distributed in this manner. It is assumed that the same breakdown is applicable to 
the portion of assets accounted for by pension reserves, 
n.a. — Not available. 

Sources Securities and Exchange Commission; Institute of Life Insurance; The National 
Industrial Conference Board, Inc. 

to reduce the amount of venture capital which is available for more risky 
and more employment-creating investment. To put the matter another 
way, pension plans tend to remove investment policies from the business- 
man and turn them over to the pension trustee. 

If pension plans are handled by insurance companies, the situation 
will not be materially different. To be sure, insurance companies have in- 
vested large sums in other industrial enterprises and have provided the 
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capital to finance many a business expansion. They have also financed 
the building of important housing developments. Insurance companies, 
however, are restricted in the extent to which they can provide venture 
capital, not only by various laws but also by the very nature of their busi- 
ness. They can devote only a limited amount of funds even to furthering 
investment of blue-ribbon concerns. Venturing capital on a risky but im- 
portant operation is not the prime business of an insurance concern. 

Pensions and Thriftiness 

Before leaving the general question of investment, it might be well 
to question whether the existence of a pension will reduce the average 
person’s propensity to be thrifty. Those who argue that pensions will 
have this effect tend to the view that when old-age security is provided 
for by a pension, the need for thriftiness will disappear. 

It is not likely that this pessimistic view will prove correct. High 
prices and high taxes have already made thriftiness a minor factor in 
old-age security. Moreover, few pensions pay more than 50 per cent of 
average income. Even in the past it seemed that one’s children, not one’s 
thriftiness, carried the major share of providing for those who, by reason 
of age, could no longer work. It is difficult to disagree with the view of 
Professor Sumner Slichter that '"there are many good things which the 
ordinary person can acquire only by practicing thrift quite rigorously. 
Any wage earner who buys a house at present prices will have a good 
opportunity to be thrifty for years to come.”^^ 

Pensions and the Labor Market 

Increased development of pensions on a plant or industry basis has 
two major effects on the labor market. In the first place, it tends to make 
labor less mobile; and in the second place, it tends to make industry more 
reluctant to hire older workers. 

The nearer a worker gets to his retirement, the less likely he is to 
change jobs, under ordinary circumstances. This is true because of the 
well-known difficulties which older workers have in finding employment 
under normal conditions. 

In recent years, seniority has made the employment problem of 
older workers more difficult. Seniority insures that a sizable percentage 
of workers in most plants will be in the older age group. Hence manage- 
ment must be careful to give employment preference to young workers 
in order to prevent a company from becoming an old man’s organization. 

S. H. Slichter, '‘The Pressing Problem of Old Age Security,” York Times 
Magazine, October 16, 1949, p. 71. The rise in prices since 1949 adds emphasis to this point. 
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Now employers are becoming more and more conscious of the costs 
of a retirement program and of the fact that the higher the average age 
of their labor force, the greater is the cost of the retirement program. 
There can be no doubt that bargained pensions have added significantly 
to the already difficult task of keeping older workers employed. With a 
population in which the percentage of older workers is increasing, this 
poses a very serious problem. 

Likewise, workers, and especially those above the age of 40, will be 
reluctant to leave jobs even for openings which pay more money since 
they will not want to risk losing their pensions. The cumulative effect of 
seniority and pensions is important here, too, because when workers leave 
one job for another they start at the bottom of the seniority scale. There- 
fore, if starting a new job means losing a pension and being at the bot- 
tom of the seniority list, the tendency will be to play safe and not transfer. 

Reluctance to change employers because of loss of pension rights 
can be reduced through vesting and multiemployer plans, but the obsta- 
cles to anything like a widespread vesting program are immense, cutting, 
as such vesting rights must, across company, industry, and union lines. 
The opposition to, and difficulties involved in, multiemployer plans indi- 
cate that such plans will not be an important over-all factor in the near 
future. 

Moreover, the presence of a vesting provision in a plan does not 
necessarily protect the accrued credits of all individuals whose employ- 
ment is terminated. Vesting rights are usually conditioned upon the com- 
pletion of a •stated period of credited service and/or the attainment of a 
specified age. For workers whose job tenure is relatively short, such re- 
strictions would tend to limit their ability to obtain vested pension rights. 

Infernal Union Problems 

Besides limiting freedom of movement in the labor market, bar- 
gained pensions also place great authority over individual security in the 
hands of employers and union leaders. As Professor Clark Kerr has put 
it,^® "Pension plans can be used to induce too much conformity. Discharge 
by the company, or by the union under maintenance of membership rules, 
can then deprive a man simultaneously of his job and his stake in a pen- 
sion plan. Greater subservience to company and union may ensue than is 
proper for a free man.” 

Given the fact that younger persons cannot be expected to be as in- 
terested in pensions as are those nearer retirement age, pensions tend to 

20 Speech before the 308th Regular Meeting of the National Industrial Conference 
Board, New York, November 22, 1949. 
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increase the already existing schism in unions between older and younger 
men. Such a cleavage can be a significant factor in union demands and in 
internal union politics. At one extreme, a union controlled by older men 
could stress retirement benefits to such a degree that direct wage increases 
would be forced to a minimum or even that future benefits themselves 
would be endangered. At the other extreme, a union controlled by younger 
men might renegotiate pension payments downward in order to increase 
wages or other more immediate benefits. The difficult fiscal problems, as 
well as plain headaches, which such possibilities involve are virtually un- 
limited. 

Political pressures are not confined to internal union politics. The 
United States is a land of rival unionism in which each leader is on the 
spot not only from within his organi2ation but, perhaps more important, 
from outside rivals as well. Indeed, 'we have reached the stage where a 
limited number of key wage bargains effectively influence the whole wage 
structure of the American economy,''^^ The union leader who fails to 
keep up the pace not only suffers loss of face, prestige, and esteem but 
may lose part of his union as well. When Walter Reuther wins higher 
pensions for the Auto Workers, David McDonald is challenged to do 
likewise for the Steelworkers, Pattern setting and following can deter- 
mine the size and character of the pension as well as the size and character 
of the wage increase. In both cases the economic facts pertaining to the 
individual firm and its employees are likely to be lost in the shuffle. 

The rival union situation is especially acute when an employer deals 
with several unions. Here each organization may try to secure a better 
deal than the other, whereas the employer invites disaster unless all are 
treated uniformly. The difficulties inherent in bargaining on pensions, 
first with this union, then with that one, and at the same time trying to 
develop a coherent, sound pension system, are almost endless. 

All this adds up to the fact that pensions are not an easy subject to 
determine at the bargaining table, especially in the light of pressures in- 
herent in the American labor movement. Certainly, the emergence of 
pensions as a significant element in collective bargaining is fraught with 
dangers for both labor and management. 

Nonunion and Nonpension Competition 

If a pension covers more than one company, the failure of one com- 
pany adds to the financial burdens of those remaining in business. The 

John T. Dunlop, "American Wage Determination: Its Trend and Significance," 

Determination and the Economics of Liberalism (Washington, D.C.: United States 
Chamber of Commerce, 1947), p. 42. 
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Miners Health and Welfare Fund is a good example. Basically a pay-as- 
you-go plan, it was forced to discontinue payments for a time when busi- 
ness was slack. Marginal mines going out of business in effect transfer 
their pension costs to mines operating. Meanwhile nonunion coal mines, 
free of the 40-cent-per-ton royalty charged union mines to pay welfare 
and pension benefits, are increasing their share of bituminous coal sales. 
This, in turn, is placing more and more unionized mines in a difiicult 
business situation and forcing them to cut down on work hours. Although 
their rates of pay and benefits may be less, miners outside of the union 
fold resist unionization because they work steadily and thus have higher 
weekly and annual earnings than do the unionized miners. The welfare 
and pension costs of unionized miners are a significant cost factor ad- 
versely affecting employment opportunities and income for unionized coal 
miners. 

Bargained Pensions in a Depression 

Most bargained pensions have been negotiated in prosperous times 
when additional costs could either be absorbed as charges which reduced 
taxes or be passed on to the consumer. In times of poor business and low 
or nonexistent profits, the pension costs cannot be thus passed on. Un- 
doubtedly, in cases of marginal firms, the costs of pensions may be the 
difference between survival and bankruptcy. 

If a company goes out of business, pension rights are in jeopardy. 
In the case of a pay-as-you-go plan, pensions stop if the business ends. 
Where plans are funded, payments continue usually on some prearranged 
basis, until the trust fund or the annuities are exhausted. In any case, the 
pension is ultimately dependent on the prosperity of the business. 

What will happen if wholesale business failures threaten the sol- 
vency of bargained pensions ? Will the federal government be called in 
to bail out the various private plans just as the Reconstruction Finance 
Corporation was created in the early 1930’s to bail out banks and busi- 
nesses threatened with collapse ? 

There is already a precedent for such a move. The Railroad Retire- 
ment Act provided that * 'pensions that were being paid by employers to 
individuals in the spring of 1937 were assumed by the (government) 
plan to the extent of $120 a month, and any general reductions that had 
been made in these (then private) pensions after the year 1930 were re- 
stored. Although the railway pension system is supposed to finance 
itself through taxes which are now set at 6 per cent of the first $3,600 of 

22 R, B. Robbins, Railroad Social Insurance (New York: American Enterprise Associa- 
tion, 1945), p. 9. 
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payroll for carriers and a like amount for employees, most authorities 
agree that some of the cost has been met through general taxation and 
that the federal treasury will be called upon for increasing contributions 
in the future. 

Thus, already the taxpayer is supporting a pension system for a spe- 
cial group, and one, moreover, which provides more liberal benefits than 
does Old Age, Survivors, and Disability Insurance. The collapse of bar- 
gained plans in the steel, coal, or automobile industries could result in 
the establishment of a series of government single-industry plans similar 
to the railroad setup. The impediments to mobility, the invitation to old- 
age lobbies, and the administrative difficulties which would result can be 
imagined. And what is more important, a series of one-industry plans 
tends to provide better security for the favored few at the expense of the 
many who do not happen to work in a favored industry or belong to a 
favored union. 

Fortunately, there is an alternative to the hodgepodge of private 
plans, special government plans, and old-age assistance handouts. That 
alternative is the basic federal OASDI program, financed largely by joint 
employer-employee contributions, paid to insured beneficiaries as a mat- 
ter of right rather than as a matter of need, and with payments based 
upon past earnings so that the efficient, the hard-working, the better-earn- 
ing individuals will receive, as they deserve, a higher pension than those 
lower on these competitive scales. Unlike privately bargained plans, it 
does not impede mobility or adversely affect the older worker’s chanCe of 
a job. It is fully contributory and, in principle, meets nearly all the re- 
quirements of a sound pension system. It would seem that the bargained 
pension would serve best as a minor supplement rather than a major in- 
gredient in a nation-wide pension system. 

QUESTIONS FOR DISCUSSION 

1. Discuss the difference between the Old Age, Survivors, and Disability Insurance 
program and the Old-Age Assistance program from the point of view of admin- 
istration, coverage, benefits, and basic approach. 

2. What are the principal arguments for and against a pay-as-you-go system of 
financing OASDI ? 

3. What are some of the problems raised by bargained pension plans ? Discuss the 
effect of such plans on the functioning of the labor market. 

SUGGESTIONS FOR FURTHER READING 

Burns, Eveline. Social Security and Public Policy. Economics Handbook Series. 
New York: McGraw-Hill Book Co., Inc., 1956. 
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All the important facets of social security are considered against the back- 
ground of the questions they raise for public policy. 

Civic, Miriam. "Income and Resources of Older People," Studies in Business 
Economics, No. 32. New York: National Industrial Conference Board, Inc., 
1956. 

Compact treatment of the economic status of persons 65 and over. 

Bulletin of the International Social Security Association, March-April, 1957. The 
General Secretariat of the I.S.S.A. Geneva. 

Issue devoted to social security legislation in the United States and in- 
cludes excellent articles on concepts and philosophy as well. 
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SECURITY AGAINST 
UNEMPLOYMENT 


Progress in our industrial society moves by leaps and 
bounds; its course does not run smoothly. One of the unfortunate results 
is the business cycle with its recurrent periods of unemployment of part 
of the labor force. The most severe period of unemployment in our his- 
tory was during the 1930’s when somewhere between 15 and 20 million 
persons who wanted work were unable to find it. It is understandable that 
a period of such mass unemployment would result in an attempt to secure 
workers against a recurrence of such a hardship. Actually, however, the 
unemployment compensation provisions of the Social Security Act, and 
the state laws relating thereto, are not aimed at mass, long-term unem- 
ployment. Instead they have the less ambitious goal of bridging the gap 
between jobs during more normal periods of business and during short 
recessions. 

Since some of our largest unions were formed at a time when mass 
unemployment existed, they have always been interested in measures de- 
signed to mitigate the hardship and insecurity associated with loss of em- 
ployment. In Chapter 6 we noted the widespread interest in seniority and 
division of work as one aspect of such union concern. More recently, 
unions have developed increased interest in dismissal compensation and 
supplementary unemployment compensation benefits as additional meas- 
ures to lessen the burden of unemployment. In this chapter we shall re- 
view the governmental unemployment insurance program and then con- 
sider dismissal wages and supplementary unemployment compensation 
benefit plans. 

UNEMPLOYMENT INSURANCE 

What is unemployment insurance? Briefly stated it is a program 
providing for partial maintenance of income during temporary periods 
of unemployment. It is insurance against a portion of the wage loss suf- 
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f ered when workers lose their jobs. Funds are built up by taxes on wages 
during periods of employment so that weekly benefits can be paid to 
workers during periods of unemployment. These benefits are paid as a 
matter of right to claimants who qualify under the law. There is no 
'means test/’ as there is with other forms of public assistance. 

Unemployment insurance must of necessity be government admin- 
istered. Workers or employers can buy retirement insurance, disability 
insurance, health and accident, and even workmen’s compensation insur- 
ance from private carriers, but no private insurance company can afford 
to sell unemployment insurance because of the unpredictable risks in- 
volved. 

Under our unemployment insurance laws, the risk or cost of un- 
employment insurance is spread over all the geographical areas and in- 
dustries of a state. The cost is also spread over time in that taxes are 
collected in both good years and bad, and benefits are paid out as needed, 
depending upon varying economic conditions over time. 

Development of the Unemployment Insurance Program 

Unlike Old Age and Survivors Insurance, which is entirely a federal 
program, the field of unemployment compensation was left primarily to 
the states by the Social Security Act of 1935. This was done apparently 
for fear of a constitutional challenge before a then supposed-hostile Su- 
preme Court, and because one state, Wisconsin, had already adopted an 
unemployment compensation law and others were seriously considering 
such legislation. The role of the federal government in unemployment 
compensation was thus restricted, provided that the states followed cer- 
tain procedures set forth in the Social Security Act of 1935. This Act 
provided for a 3 per cent tax on the payroll of all employers employing 
eight or more workers during 20 weeks of 1 year in all except certain 
excluded employments. The Social Security Act further provided that em- 
ployers who were paying taxes in their own states for the financing of an 
unemployment insurance law could offset that state tax against the fed- 
eral tax up to 90 per cent. The inducement afforded by this offset provision 
resulted in the passage of unemployment compensation legislation by all 
the states in a very short time. 

The Social Security Act laid down certain conditions which state 
unemployment compensation laws were required to meet if employers of 
that state were to be made eligible for the tax offset. In the first place, 
all funds collected by the state had to be used entirely for the payment of 
unemployment benefits through state public employment offices or a simi- 
lar state agency approved by the Social Security Administration. Second, 
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the Social Security Act provided that the taxes must be deposited immedi- 
ately upon receipt in the Unemployment Trust Fund of which the Secre- 
tary of the Treasury is the administrator. Third, no benefits were to be 
paid until 2 years after the collection of contributions began. Fourth, a 
state law could not deny benefits to a person otherwise eligible if that 
person refused to accept new work because the position offered was vacant 
on account of a labor dispute; if the wages and conditions of work were 
substantially less favorable than those of similar jobs in the area; or if as 
a condition of employment the person would be required to join a com- 
pany union or to sign a yellow-dog contract. Finally, states were required 
to meet certain administrative standards established by the Social Security 
Administratipn in order to qualify for the tax offset. 

Coverage of Unemployment Insurance Laws 

At the time the Social Security Act was adopted, there was general 
acceptance of the idea that for administrative reasons, some si 2 e-of-firm 
restrictions were necessary for the federal-state system of unemployment 
insurance. Therefore, the federal unemployment tax provisions applied 
only to firms which employed eight or more individuals in the United 
States at least 20 weeks in a year. In addition, the Social Security Act of 
1935 excluded from coverage the following classes of services: (1) agri- 
cultural labor; (2) domestic service in a private home; (3) service of 
officers and crews of vessels on the navigable waters of the United States; 
(4) service of an individual in the employ of a son, daughter, or spouse, 
or of a child under 21 years in the employ of his father or mother; (5) 
employment of federal, state, and local governments; and (6) employ- 
ment by nonprofit institutions which are operated exclusively for reli- 
gious, charitable, or educational purposes. 

Agricultural and domestic workers, and to some extent family 
workers, were exempted chiefly for administrative reasons. State and local 
governments were exempted because the application of the federal un- 
employment tax to such government units was believed to be uncon- 
stitutional. Federal workers and maritime workers were considered to be 
exclusively under federal jurisdiction. The exclusion of religious and 
other nonprofit institutions was based on exclusions in earlier tax laws. 

The most significant addition to the coverage of the federal law 
was made in 1954. Coverage was extended to employers of four or more 
workers in 20 or more weeks of a year, effective January 1, 1956. At the 
same time, unemployment protection was added for federal civilian em- 
ployees unemployed after December 31, 1954. As a result, about 3.9 mil- 
lion more workers were afforded unemployment insurance protection^ — 
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2.5 million federal civilian employees and an estimated 1.4 million work- 
ers in commerce and industry in 283,000 firms with 4-7 employees in 
twenty-five states.^ 

There is considerable variation from state to state in coverage with 
respect to size of the employer unit. As of November 1, 1956, fifteen 
states, Alaska, Hawaii, and the District of Columbia provided coverage 
under their respective laws for firms employing as little as one worker, 
Oregon required a minimum of two employees, four states required a 
minimum of three employees, and twenty-eight states restricted coverage 
to firms employing a minimum of four persons.^ 

There is also variation with respect to state treatment of other ex- 
clusions. For example. New York State covers domestic servants in pri- 
vate homes which employ four or more such workers. Connecticut, New 
York, Rhode Island, and Wisconsin provide mandatory coverage for 
state employees, with certain exceptions, and permit election of coverage 
for employees of political subdivisions within the state. Ten other states 
specifically permit local governments to elect coverage. About 120,000 
state and local government workers are now covered.^ 

Table 4l shows how the coverage of the unemployment insurance 
laws has grown over the past 10 years. As can be seen from the table, in 
1956 about two out of every three workers were entitled to the benefits of 
unemployment compensation. 

Eligibility 

The mere fact that a worker is engaged in covered employment does 
not qualify him to receive unemployment benefits if he should lose his 
job. To receive benefits, the worker must (1) file a claim for benefits; 
(2) register for work at a state employment office; (3) have left his 
previous job for reasons which do not disqualify him for compensation; 
(4) not have refused suitable employment offered to him; (5) be willing 
and able to work; (6) have served a waiting period; and (7) have earned 
a certain amount of wages or worked a certain time in covered employ- 
ment during a specified period. 

Certain of these requirements are obvious ones which any unem- 
ployment insurance system needs in order to operate effectively, but most 
are matters which can and do vary in administration from state to state. 
Unemployment compensation is designed to aid those who are looking 

1 Bureau of Employment Security, "Twenty Years of Unemployment Insurance in the 
USA," Employment Security Review, August, 1955, p. 21. 

2 Data from Bureau of Employment Security. 

S Employment Security Review, August, 1955, p. 23- 
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for work after having lost a job; hence, it is required that a worker must 
register and file a claim, that he be willing and able to work, and that he 
not turn down suitable employment when offered to him. Registering 
and filing a claim are administrative necessities which cannot cause much 
if any interpretative differences. However, the requirements of being will- 
ing and able to work and of not turning down suitable employment vary 
considerably in interpretation from state to state. Likewise, the reasons 
for leaving the previous job which disqualify a worker for compensation 
are subject to considerable variation among the states. 

For example, all state laws disqualify a worker from benefits, either 
wholly or partially, if he is unemployed because of a stoppage of work 
caused by a labor dispute in which he is directly involved; if he has volun- 
tarily left his job; if he is discharged for misconduct; or if he has refused 
suitable work without good cause. Other states disqualify workers who 
leave jobs to get married, or because they become pregnant, or because 
they retire from the labor market to take care of home duties. Disquali- 
fications include leaving a job to go into business for oneself or to return 
to school or college.^ 

Each state has a board or administrator whose function is to decide 
questions of eligibility and qualification for unemployment compensa- 
tion, and appeal to the courts is possible. A considerable body of law has 

TABLE 41 

Unemployment Insurance Benefits 1946-56 


Year 

Civilian Employment (Millions of 
Persons, 14 Years of Age and Over) 

Covered 
Employment 
as % of 
Civilian 
Employment* 

Average 

Weekly Payment 
FOR Total 
Unemployment 
(Dollars) * 

Total 

Covered by 
Unemployment 
Compensation* 

1946 .... 

55.2 

30.2 

54.7 

18.50 

1947 

58.0 

32.3 

55.7 

17.83 

1948 

59.4 

33.1 

55.7 

19.03 

1949 

58.7 

31.7 

54.0 ! 

20.48 

1950. .. 

60.0 

32.9 

54.8 j 

20.76 

1951 ... 

61.0 

34.9 

57.2 

21.09 

1952.. 

61.3 

35.6 

58.1 

22.79 

1953 

62.2 

36.7 

59.0 

23.58 

1954 .... 

61.2 

35.4 

57.8 

24.93 

1955 .... 

63 2 

39.0 

61.7 

25.08 

1956t.. 

65.0 

41.0 

63.1 

27.05 


*Data for 1955 and 1956 include state programs and programs for federal employees; all 
other years are for state programs only, 
t Preliminary. 

Source . Economic Report of the President, January, 1937 (Washington, D.C. : U.S. Government 
Printing Office, 1957), p. 116. 

^ That the disqualification provisions have teeth can be seen from the fact that in 1954 
a total of 1,616,000 persons making claims for compensation were disqualified. Employment 
Security 'Review, August, 1955, p. 45. 
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arisen on these questions in each state, with some states interpreting dis- 
qualifications very strictly and others more leniently. It can, and no doubt 
does happen, therefore, that persons in different states may leave jobs for 
the same reasons, or turn down offers of employment under the same cir- 
cumstances; yet one person may receive compensation, while the other is 
denied it. 

Waiting periods have become much more uniform, with the trend 
away from the original 2- and 3-week waiting periods before unemploy- 
ment benefits could be claimed. As of November, 1956, forty-four states 
required a waiting period of only 1 week and four states did not require 
a waiting period at all.^ 

Earnings and employment qualifications have also been liberalized 
since the first state laws went into effect. Originally, eligibility was gener- 
ally determined by a given number of weeks of employment in a base year. 
Today, however, most of the laws determine eligibility on the basis of 
specified earnings during a benefit year, but the employment requirement, 
or a combination of employment and earnings, is still utilized by a minor- 
ity of the states. 

Since eligibility is related to employment within a particular state, 
workers would lose rights by moving from one state to another if it were 
not for the existence of an Interstate Benefit Plan whereby workers who 
qualify for benefits in one state may draw their benefits in another. The 
home state pays the benefits, and the state in which the worker then 
dwells acts as the agent for the transaction. All forty-eight states co- 
operate in this plan. The Interstate Benefit Plan, however, does not help 
a worker who would qualify for benefits only if his credits in both states 
were totaled. As a result, an Interstate Wage Combining Arrangement 
has been subscribed to by forty-four states. This plan provides for the 
totaling of credits in instances where that is necessary to make determi- 
nations for eligibility. 

Benefits 

Since the inception of the unemployment insurance program, there 
has been continuous progress in liberalization of the benefits payable to 
workers who are unemployed. At first, most of the state laws provided for 
payment of benefits based upon a percentage of full-time weekly wages 
or average weekly wages. Later, the full-time weekly wage with an alter- 
native of the weekly wage determined by the highest quarterly earnings 
was extensively utilized. Today, most of the states compute the weekly 
unemployed compensation benefit as a fraction of the highest quarterly 
earnings in the base period. This change in the basis of computing bene- 

s Data from Bureau of Employment Security. 
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fits has obviously increased the actual benefits which have been received 
by unemployed workers. 

Likewise, one state after another has increased the maximum weekly 
benefit from the $13 with which most states started to $30 or more. In 
1957 alone, eighteen states enacted unemployment compensation legis- 
lation increasing the level of maximum benefits. As can be seen from 
Table 41, average weekly unemployment compensation benefits rose from 
$18.50 in 1946 to $27.05 in 1956. The principal reason for the increased 
maximums was, of course, the upward trend in average weekly wages in 
covered employment. If benefits are to be reasonably related to weekly 
earnings during a period of rising wages, the maximum weekly benefit 
must reflect these increases. Despite the action taken from time to time 
by state legislatures in improving benefits, the increase in weekly bene- 
fits has lagged behind rising wages so that the average payment in the 
country as a whole has dropped from 4l per cent of the average wage of 
covered workers in 1939 to 34 per cent in 1954. (See Fig. 45.) 

Another aspect of the movement toward liberalization of benefits 
has featured extension of the duration for which benefits are payable. 
The first laws generally provided for the payment of benefits for 16 weeks 
or less. In 1954 and again in 1955, President Eisenhower recommended 
uniform duration of at least 26 weeks. As of March 1, 1958, only three 
states — Arkansas (18), Florida (16), and Virginia (18) — had maxi- 
mum benefit duration of less than 20 weeks; 28 states and the District 
of Columbia and Alaska provided maximums of 26 weeks; and one state 
— Pennsylvania — ^provided a uniform benefit duration of 30 weeks.® 

Only a minority of the states have adopted provisions, common in 
other social insurance laws, to increase the weekly benefits of claimants 
with dependents. In 1937 only the District of Columbia provided de- 
pendents allowances. Since that time twelve states have added provisions 
of this nature, and one state — ^Arizona — ^has repealed its dependents al- 
lowance and instead increased its basic maximum benefit from $20 to 
$30. All states having dependents' allowances include an allowance for 
a dependent child under a given age, and three states provide allowances 
for specified adult dependents. These laws usually provide an allowance 
of a specified weekly amount for each dependent, varying from $1 to $5, 
with a ceiling on the total allowance. 

Financing 

As already noted, the Social Security Act of 1935 provided that 
states could offset the 3 per cent payroll tax up to 2.7 per cent by enacting 

® Business Week, March 29, 1958, p. 104. 



FIGURE 45 

Trend in Average Weekly Benefit and Average Weekly Wages, 1939-54 



Source: Bureau of Employment Security, Employment Security Review, August, 1955, p. 37. 
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unemployment compensation legislation and complying with other rules 
set forth in the Social Security Act. This was done by all of the states, 
most of which levied a 2.7 per cent tax, although some levied 3 per cent 
on covered payrolls. A state may levy a tax upon employers above 2.7 per 
cent if desired or needed. Except in five states, the employer’s contribu- 
tion, like the federal tax, is based upon the first $3,000 paid to (or earned 
by) a worker within a calendar year; in Alaska, Delaware, Nevada, Ore- 
gon, and Rhode Island the contribution is based on the first $3,600 per 
year. 

The Social Security Act permits the states to finance unemployment 
compensation in a number of different ways, but all except two states now 
have pooled unemployment insurance funds whereby the total contribu- 
tions of all employers are pooled together in one fund deposited with the 
United States Treasury, and compensation is paid to those eligible for 
benefits from this pooled fund. Two states. North Carolina and Ken- 
tucky, provide for a combination of employers’ reserve and partially 
pooled funds, whereby in part of the fund all contributions are mingled 
and undivided, and in part a separate account is set up for each employer. 
In this instance, the pooled funds are used to pay benefits only after the 
exhaustion of a reserve account of an employer. 

Regardless of the method of financing, the Social Security Act re- 
quires that all money received in a state unemployment fund must be 
paid to the Secretary of the Treasury, who deposits it in a Treasury fund 
known as the Federal Unemployment Trust Fund. Withdrawals from a 
state’s account may be made only for unemployment benefits, or for un- 
employment benefits because of temporary disability, but in the latter 
event, only to the extent of employees’ contributions in such state. As will 
be pointed out in Chapter 21, only three states have adopted temporary 
disability laws that are integrated with this provision of the Social Se- 
curity Act. 

The 3 per cent rate, chargeable to employers only, was based upon 
anticipated unemployment of a more severe nature than actually occurred 
once the law began to operate fully. Moreover, the costs of administra- 
tion have been less than anticipated. As a result, reserve funds developed 
rapidly. Even during the sharp recession of 1938 most of the states then 
paying benefits collected more money than they paid out. Figure 46 shows 
the growth of reserve funds from 1939 to 1954. As reserves grew, pres- 
sures became persistent for a reduction in tax rates. Since under the pro- 
visions of the Unemployment Tax Law, experience rating was the only 
method by which states could reduce tax rates, all of the states were led 
to adopt experience rating plans. 
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As a result of the increase in benefit levels and the reduction in 
employer contributions by reason of experience rating, some experts are 
now concerned about the level of reserves maintained in the various state 
accounts and feel that if there should be a really serious recession, some 
state funds would prove inadequate to meet the demands upon them. 
They point out that in 1945 and again in 1949 (in both of which years 
benefits were increased), benefits paid out exceeded collections. Neither 
of these periods were characterked by really major downturns in employ- 
ment. If relatively slight variations in the business cycle or in the rate of 
benefits causes such a drain on reserves, it is quite possible that a serious 
recession would strain the reserve funds beyond capacity. 

It will be recalled that the Social Security Act left the federal gov- 
ernment 0.3 per cent of the unemployment compensation tax for admin- 
istrative purposes. The Act further authorized the annual appropriation 
of the sum of $80 million to the states to assist them in the administration 
of the unemployment compensation laws, provided the states act in con- 
formity with the Social Security Act. Actually the entire cost of adminis- 
tration is covered by these grants because all funds collected from taxes 
on employers or employees must be used for payment of benefits. Federal 
grants are also made to the states for the cost of administering the state 
employment offices through which unemployment compensation benefits 
are handled. Since the costs of administration have proved to be less than 
anticipated, the federal government has developed a substantial surplus 
from the 0.3 per cent tax. The Administrative Financing Act of 1954 
utilizes these surpluses to protect the solvency of the insurance funds. It 
provides for the automatic appropriation to the Federal Unemployment 
Trust Fund of the annual excess of Federal Unemployment Tax collec- 
tions over employment security administrative expenses. These excess col- 
lections will be used first to establish and maintain a $200 million fund in 
the federal unemployment account which will be available for noninter- 
est-bearing loans to state agencies with depleted reserves. The excess 
collections beyond $200 million will be returned to the states for use in 
financing benefits — and under certain circumstances may be appropriated 
by state legislatures for financing administration. 

Experience Rating 

The Federal Unemployment Tax Act provided that employers can 
get credit against the federal tax not only for the contributions they pay 
under a state law but also for the contributions they are excused from 
paying under the state experience-rating system. As a result of this incen- 
tive, all states adopted experience-rating plans by 1948. In general, these 
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plans provide for rates substantially lower than 2.7 per cent for employ- 
ers with good experience in maintaining stable employment and higher 
rates for the employers who are least successful in accomplishing this ob' 
jective. In 1955, twelve states had a zero rate in their most favorable 
schedule; ten states had a maximum rate over 2.7 per cent.^ As a result 
of this tax variation, the average tax rate for the country as a whole has 
consistently been lower than the 3 per cent provided in the Social Security 
Act. Figure 47 shows the downward trend in the tax rate which in 1954 
stood at about 1.2 per cent. 

FIGURE 47 

National Average Employer Tax Rate and Range of State Averages, 1938-54 

TAX RATE TAX RATE 



Source: Bureau of Employment Security, Employment Security Review, August, 1955, p. 28. 

Experience rating is based upon the idea that the employer has a 
very considerable power to stabilize employment and that an incentive 
should be accorded him to do so. The framers of the Social Security Act 
were impressed by the manner in which variable insurance rates had aided 
accident reduction under workmen’s compensation legislation (see Chap- 
ter 21), and they believed that the same results could be expected by 
variable taxation under unemployment compensation. 

As a matter of fact, experience rating assumes far more control over 
fluctuation in employment than the average employer has in our inter- 
dependent economy. We have already noted in earlier chapters that an 
employer does not have complete control or even substantial control of 
the size of his labor force over periods of time. To be sure, an employer 
may be able to cut off the peaks and fill up the valleys of demand by care- 
ful attention to marketing and sales programs. The character of the indus- 

7 Employment Security Review, August, 1955, p. 27. 
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try and the demand for the product of that industry is, however, likely to 
predetermine whether or not the employer has a stable employment situa- 
tion. A number of states have, in actual fact, partially abandoned em- 
ployment stabilization as the prime object of experience rating and instead 
utilize experience rating as a means of controlling the unemployment tax 
rate and providing for a minimum balance in their trust fund accounts. 
These states permit employers to make voluntary contributions to the un- 
employment trust fund of an amount sufficient to qualify them for lower 
tax rates. 

One of the most unfortunate economic results of experience rating 
is that taxes are likely to be reduced in times of prosperity and raised in 
times of depressions. Experience rating makes insufficient provision for 
the fact that most good employment records are made when general eco- 
nomic conditions are good and bad ones when general economic condi- 
tions are bad. Consequently, the costs of unemployment insurance taxes 
are low when industry is best able to pay them, and high when industry 
is least able to pay them. 

Another effect of experience rating is that it tends to give employers 
an important interest in restricting benefits as much as possible. The 
prospects of a favorable tax rate are increased in those states which have 
the longest waiting periods, the most rigid eligibility and disqualification 
provisions, and the smallest benefits. 

Employee Contributions 

Based upon the concept that employers would respond to a tax in- 
centive by regularizing their employment, the Social Security Act refers 
specifically only to contributions or taxes from employers. There is, how- 
ever, no proscription against also taxing employees, and this has been 
done, at one time or another, by nine states. However, only two states — 
Alabama and New Jersey — now collect employee contributions for unem- 
ployment insurance. Those favoring employee contributions believe that 
employees, as well as employers, should contribute to their security against 
unemployment and that more liberal benefits could be paid if employees 
also were taxed. Organized labor, however, has generally been opposed 
to employee taxes, and many employers fear that if employees contribute, 
the pressure for more liberal benefits will be so much greater that em- 
ployer taxes will be higher not lower. The fact that since 1940, unem- 
ployment has been very low has carried the argument for those opposed 
to employee contributions, and most of the states which provided for 
employee contributions repealed this feature of their laws. 

In 1946, Congress amended the Social Security Act to provide that 
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an amount equal to the total of employee payments paid into a state 
unemployment fund could "be used in the payment of cash benefits to 
individuals with respect to their disability, exclusive of expenses of ad- 
ministration/' Three states, Rhode Island, New Jersey, and California 
require employee contributions to provide disability benefits in accord- 
ance with this provision. Since disability legislation deals with security 
against sickness, it is discussed in the following chapter. 

APPRAISAL OF UNEMPLOYMENT COMPENSATION 

Although unemployment compensation is essentially a state pro- 
gram and therefore varies significantly from state to state, it can be ap- 
praised as a whole, with one of the factors to be examined being the 
desirability of state control and administration. 

Coverage^ Eligibility^ and Benefits 

Less than two thirds of the labor force is covered by unemployment 
compensation. A similar situation existed with respect to Old Age, Sur- 
vivors and Disability Insurance prior to the 1950 amendments. Although 
coverage of OASDI was greatly expanded in that year, no comparable 
change was made in unemployment compensation. Perhaps the reason is 
that the aged and their votes are increasing, but since 1940 unemployment 
has not been a serious national problem. Moreover, until the movement 
for supplementary unemployment compensation benefits assumes the 
proportions of the union pension drive of 1949-50, employer support 
for more liberal unemployment compensation coverage is not likely to 
achieve the proportions which the union pension drive gained for OASDI 
liberalization. 

There are several problem areas involved in improving unemploy- 
ment compensation coverage. A major one involves the exclusion of small 
firms with fewer than four employees. This appears particularly unjusti- 
fiable, since there is no compelling reason for its continued existence. 
Such small firms have already been covered in many states. Retention of 
this exclusion discriminates against employees of small firms and puts 
the small employer at a disadvantage in competing in the labor market. 

A second problem involves coverage of agricultural and domestic 
service employment; such coverage is much more dfficult under unem- 
ployment compensation than under OASDI, and may not be administra- 
tively feasible. This is true because of the large amount of casual work 
and the rapid rate of turnover in these employments. "Because of the 
almost complete absence of standardization of wages and working con- 
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ditions, coverage would create serious difficulties in the administration 
of cases involving refusal of suitable work, discharge for misconduct con- 
nected with the work, and voluntary quitting.”^ Whether these difficul- 
ties can be satisfactorily overcome will determine in large part whether 
these types of unemployment can be brought under an expanded unem- 
ployment compensation system. 

Eligibility requirements also tend to reduce coverage. One estimate 
is that in an average year as many as 20 per cent of those covered do not 
measure up to the eligibility requirements and are therefore not able to 
receive benefits. The idea, of course, is that a person must be attached 
to the labor market to receive benefits. This is often a difficult question to 
determine and is, in addition, subject to varying administrative discretions 
in different state jurisdictions. 

Eligibility is also affected by interpretations of disqualification con- 
ditions, The tendency in recent years has been to harden disqualifications, 
but the rules vary tremendously from state to state. Consistency and 
standardization of eligibility requirements and disqualification rules in 
the various jurisdictions are obviously in order. 

Two special problems of unemployment insurance concern the cov- 
erage of seasonal workers and retired employees. In a number of states, 
employees in seasonal industries have been able to earn the required num- 
ber of credits and then have drawn benefits for the maximum period 
allowable under the applicable state law. For example, professional ath- 
letes in such seasonal endeavors as baseball have applied for and been 
declared eligible for benefits! In most cases, however, the earnings of the 
applicants have been much less than those associated with the sport or 
entertainment world, and their occupations equally less glamorous. 

Even when the need of the worker is real, the seasonal industry poses 
a real problem for the unemployment insurance system because such in- 
surance is not financed to handle unemployment on a regular basis. There 
is, indeed, no ready solution for this problem, but until some special form 
of unemployment insurance is worked out, seasonal industries will con- 
tinue to burden the general unemployment insurance system. 

Recent court decisions in New Jersey permit an involuntarily retired 
worker to draw both his pension and unemployment insurance so long as 
the retired worker "'actively seeks work.’’ If nothing else, this decision 
should help force legislative co-ordination between retirement and un- 
employment insurance programs so that the utilization of one form of 
security is not an excuse to benefit by another form of security. 

Benefits and benefit duration have been greatly liberalized over the 

® Eveline M. Burns, Tlie Amethan Social Security System (Boston: Houghton Mifflin 
Co., 1949), p- 130. 
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original amounts; yet the cost of living has risen at least as much as 
the average increase in benefit amounts. When the Social Security Act 
was passed in 1935, loss of earnings during short-term unemployment 
between jobs was the target problem which unemployment compensa- 
tion was designed to mitigate. Despite the liberalization of benefits and 
benefit duration, unemployment compensation remains fundamentally 
a security program dealing with short-term unemployment. In the high 
prosperity year of 1955, an average of 28 per cent of the recipients of 
unemployment compensation exhausted their benefits before securing a 
new job.^ Some of these persons probably did not look too hard for a job 
before exhausting benefits and were able to escape disqualification while 
so loafing. Undoubtedly, however, only a small proportion were in this 
category. If and when jobs are harder to find, the number and proportion 
of unemployed exhausting their benefits before finding employment is 
likely to be large. Those in want must then depend upon their own re- 
sources and/or public assistance. As more and more become unemployed 
and exhaust benefits, fewer are then eligible for unemployment compen- 
sation, for under all state laws, eligibility depends upon working. Thus 
as a depression deepens, unemployment compensation aids a smaller pro- 
portion of the labor force. 

Despite these limitations, unemployment compensation is an impor- 
tant bulwark against a downward cycle in business. The existence of 
unemployment benefits for a sizable proportion of the labor force is cer- 
tain to cushion any downswing of the business cycle, for it permits those 
newly imemployed to do some spending which would otherwise be im- 
possible, and thus to add to the volume of purchasing power and to the 
general demand for goods and services. Unemployment compensation 
provides potential purchasing power and demand for a future recession 
or depression, whereas such purchasing power and demand were not 
available in the 1930’s when it was sorely needed. An important advan- 
tage of unemployment compensation is that benefit payments automati- 
cally increase when business falls off. Whether anyone has forecast the 
recession or not, the unemployment benefits are paid. 

Unemployment insurance preserves skills, as well as income. It re- 
duces pressure on jobless workers to take blind-alley jobs in which they 
would lose their skills. It also facilitates the free flow of workers between 
communities. 

State Administration^. Experience Rating^ and Financing 

Unemployment compensation legislation and administration, al- 
though required by the Social Security Act to meet certain standards for 

® Data from Bureau of Employment Security. 
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financial and tax aid, vary significantly from state to state. If one believes 
that states’ rights are important to our way of life and government, and 
if one believes that states’ rights include the right to operate an unem- 
ployment compensation plan different from other states, then, philo- 
sophically, one should support the present arrangement. Moreover, many 
persons believe that, other things being equal, the smaller state unit can 
operate more efficiently and bring administration closer to the citizen. 

In practice, it appears that the state-operated unemployment com- 
pensation system is not as economic nor necessarily as efficient as an over- 
all federal system might be. Certainly, the state-operated system is no 
more efficient, if as efficient, as the federal-operated OASDI system. 
When World War II broke out, the federal government took over the 
state employment offices and ran them for the duration. Such operation 
under one law and one bureaucracy would seem to have advantages in 
administration over the present system of fifty-three separate bureauc- 
racies representing each state, territory, and the District of Columbia. 
This means different rules and rulings on persons similarly situated in 
regard to coverage, eligibility, disqualifications, and a host of other mat- 
ters directly affecting both taxpayers and unemployed, although there is 
little, if any, reason for such differences. 

Actually there is not one national system of unemployment com- 
pensation but a series of state ones. Unfortunately, boundaries of labor 
markets and states are not identical. Despite the increasing co-operation 
between states, the fact remains that persons residing in the same labor 
market (for example, the New York City, St. Louis, Philadelphia, or 
Washington, D. C., areas) can be treated with vast difference in case of 
unemployment, solely because their place of work is across a state line. 
Moreover, under the existing state systems, employers are required to 
submit different forms, comply with different procedures, and pay differ- 
ent contribution rates in accordance with varying state laws. An employer 
operating on a nation-wide basis is required to submit quarterly wage 
reports on individual employees in some states, annual reports in others, 
and weekly reports in still others. Employees who reside in Maryland re- 
ceived minimum weekly benefits of $6 and maximum weekly benefits of 
|38 as of November, 1956; those who resided in Virginia received mini- 
mum and maximum benefits of $8 and $28. In Louisiana the fninimnm 
and maximum benefits were $5 and $25, in neighboring Mississippi, $3 
and $30. The inequality of benefits from state to state can prove to be a 
serious discouragement to the mobility of labor; and the varying rates of 
employer contributions can result in an imhealthy race to reduce costs — 
and benefits — in order to attract business. 
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The spread of experience rating is a direct result of the pressures 
resulting from state competition. States in which experience rating was 
at first strongly opposed have adopted it to keep competitive in industry 
costs. We have already noted that experience rating tends to reduce costs 
during times of low unemployment and to increase costs when unemploy- 
ment is high. It is not unlikely that experience rating will discourage 
employment during recessions because at that time compensation taxes 
are likely to be highest. A tax on payrolls affects the marginal costs of the 
firm. To increase such costs in recessions, which appears inevitable for 
most firms under experience rating, is to add to marginal costs at a time 
when such costs are most sensitive and when increased marginal costs can 
most easily and adversely affect employment. 

If reserves under present methods of financing are inadequate to 
meet benefits if large-scale unemployment occurs, and if states wish to 
amend their laws to keep tax rates down, the only other method of financ- 
ing is deficit financing — borrowing to pay the cost of unemployment 
because of imprudent methods of financing during periods of prosper- 
ity. Borrowing increases the cost of unemployment compensation by the 
amount of the interest charges, and it passes that cost on to the future. 
The cost of failure to levy a higher charge when unemployment is low 
is thus likely to be either higher taxes when they can be least afforded or 
deficit financing to escape the taxes required to fulfill commitments. 

Closely allied with the financing problems involved in experience 
rating is the almost complete absence of employee contributions. By plac- 
ing the entire financing burden on employers and relieving the employee 
of a direct contribution, the Social Security Act has encouraged employers 
to concentrate on keeping cost down by pressure for experience rating and 
by pressure against more liberal benefits, and it has at the same time en- 
couraged employee groups and unions to lobby for increased benefits 
with little, if any, regard for costs. If employees were taxed directly to 
support unemployment compensation, they could oppose experience rat- 
ing with a far more effective voice, and they would be in a more respon- 
sible position to obtain a greater share in determination of the amount 
and duration of benefits. A benefit structure that is more liberal and an 
unemployment compensation system that can withstand large-scale unem- 
ployment are both likely to require not only less emphasis on experience 
rating for employers but also more emphasis on employee contributions. 

Many unions, however, appear to be more interested in building up 
their own methods of security defenses against unemployment of their 
members rather than concentrating upon improving the unemployment 
compensation laws. How practical and effective these union techniques 
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are likely to be, and what may be some of the possible economic effects 
of their adoption, are discussed in the second part of this chapter. 

THE DISMISSAL WAGE 

The dismissal wage is a payment, usually in the form of a lump 
sum, made by an employer to a worker who has been laid off permanently 
from his job. It is frequently based on length of service and compensation 
received during the period of employment. For example, a common for- 
mula for determining the size of a dismissal wage is one week's pay for 
each year of service. The dismissal wage has become an important part 
of organized labor’s program to provide security against loss of earnings 
due to unemployment. Among the unions which have obtained dismissal 
wage payments from employers with whom they bargain are the Ameri- 
can Newspaper Guild, which has more such agreements than any other 
union, the Amalgamated Clothing Workers, the Textile Workers Union, 
the International Ladies Garment Workers’ Union, the United Steel- 
workers, and the Railroad Brotherhoods. The number of companies pro- 
viding dismissal wages has more than doubled since 1940. It is estimated 
that about one out of every seven companies gives such severance pay 
today, Interest in dismissal wage payments will undoubtedly grow in 
the future, particularly if business should turn downward and unemploy- 
ment resulting from automation becomes an acute problem. 

Managemenfs Affifude toward Dismissal Wage 

Dismissal wages are not a union idea. Managements in many pro- 
gressive companies have made such payments voluntarily for many years. 
Typically, the payments are made when long-service employees have to 
be dropped from the payroll, either because new laborsaving machinery 
has eliminated their jobs or because contraction in demand for the prod- 
uct they manufacture necessitates a permanent reduction in the labor 
force or abandonment of the plant. 

Some companies look on dismissal wages as a sort of supplement 
to a pension plan. For example, suppose a company provides pensions for 
employees at age 65 but has to lay off certain long-service employees at 
age 55. Most companies would recognize an obligation to these men and 
would usually give them some amount of dismissal pay at the time of 
termination of their employment. 

On the whole, management recognizes the need for dismissal wage 
payments in cases of long-service employees who will find it difiicult to 
Business Week, April 2, 1955, p. 123. 
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obtain employment elsewhere. However, management is opposed to the 
idea of general payment of dismissal wages to all employees who are laid 
off, on the ground that ups and downs of employment are not within the 
control of the employer and requirement of payment of dismissal wages 
would simply add to the cost of doing business and in the end discourage 
investment and reduce employment. While the payments may be most 
justified in the case of technological unemployment which renders ob- 
solete the skills of particular workers displaced by machines, manage- 
ment contends that the requirement of paying large dismissal sums to 
workers displaced by laborsaving machinery might make it so expensive 
to introduce laborsaving machinery that investment in such machinery 
would be discouraged. If this were to happen, technological displacement 
of labor in particular firms might be lessened, but employment and in- 
come in the economy as a whole would suffer by reason of the reduced 
expenditures on new plant and equipment. 

Labor's View of Dismissal Wages 

Labor spokesmen view the dismissal wage not only as a crutch to 
assist the displaced worker during a period of unemployment but also as a 
club to compel management to minimize displacement of labor. The 
idea is to make employers think twice about laying off employees when 
they put in new machinery by making such layoffs costly. As stated by 
the late Philip Murray, 'The objective, of course, primarily is not to 
provide dismissal wages to displaced workers, but to compel industry 
to keep workers on the payroll by planning the introduction of technology, 
so that industry will not have to pay the dismissal wages and workers 
are not displaced. 

In other words, from the point of view of the union, the dismissal 
wage is a means of making unemployment costly to the employer. Unions 
would use dismissal wages to restrain employers from introducing new 
machinery in times of depression and falling demand when it was dif- 
ficult for them to utilize the displaced labor elsewhere in their plants. 
Unions believe that the dismissal wage would make employers reappraise 
their hiring and layoff policies. In an establishment where a dismissal 
wage plan was in effect, the employer in hiring new workers would have 
to take into account the chance that he might ultimately have to lay them 
off and pay them dismissal wages. Similarly, whenever he considers 
firing workers, he would take into account the amount of the dismissal 
wage and the chance that the size of the labor force might have to be 

Philip Murray, Technological Unemployment, United Steelworkers Publications, 
No. 3 (1940), p. 39. 
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increased in the future. Obviously it would not pay the employer to lay 
off workers and give them dismissal compensation if he anticipates he 
may have to rehire them in the near future. The possibility of saving 
payment of dismissal wages can be thought of as reducing the cost of 
keeping men on the payroll during the intervening period of slack de- 
mand. Thus dismissal compensation, according to union spokesmen, 
would not only encourage employers to plan their technological changes 
in such a way as to produce a minimum of dislocation to labor but also 
would have some tendency to iron out short-term fluctuations in employ- 
ment. 

The Dismissal Wage and Wage-Employment Equilibrium 

To date, dismissal compensation has been applied primarily to dis- 
placement of labor which is attributable to technological change or to 
a more or less permanent decline in demand due to changed consumer 
preferences. If, however, unions succeed in broadening its scope so as to 
apply it to any type of unemployment — even to that resulting directly 
from increases in labor costs — then an interesting situation would de- 
velop with regard to wage-employment equilibrium in the firm. Assume, 
for example, that a company has such a broad dismissal wage plan in 
force and that the union secures a large wage increase. The employer is 
now confronted with a situation in which maintenance of the same vol- 
ume of employment has become more costly, but reduction in the size of 
the work force, while cutting one kind of wage cost, would add another. 
This dilemma may encourage the employer to seek other ways of reduc- 
ing costs rather than to take the course of reducing the payroll through 
a reduction in the work force. Thus it may be found possible to eliminate 
wastes in use of materials, plant space, and other factors so it will not be 
necessary to raise prices at all. However, this presupposes a backlog of 
inefficiency which may not exist. In the normal case, the union wage in- 
crease will produce an increase in prices, but, because of the dismissal 
wage requirement, employment will not be reduced by the full amount 
which would have occurred had there been no such plan in effect. 

Thus, the existence of a dismissal wage requirement can produce a 
range of indeterminateness in wage-employment determination. In effect, 
it raises the upper limit to which, in given circumstances in the short 
run, the wage can be increased without altering the volume of employ- 
ment. The number of layoffs which will result from a wage increase will 
depend upon the size of the wage adjustment, the elasticity of demand 
for the product, the degree to which this form of labor can be substi- 
tuted by capital, the relation of labor costs to total costs, the size of the 
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dismissal wage, and the length of time for which the changed cost-price 
situation is expected to prevail. Assuming that anticipated future cost- 
price changes will be such as to require an expansion of the work force, 
the larger the dismissal wage and the shorter the period for which the 
changed cost-price situation is expected to prevail, the greater will be the 
inducement to the employer to retain employees on his payroll. Since the 
men have become more expensive to the employer whether they are em- 
ployed or unemployed, it is only logical that the employer should choose 
to get some work performed for the increased cost. Thus, from the point 
of view of the individual workers concerned, the dismissal wage has the 
effect of making the short-run demand for labor more inelastic. 

Appraisal of Dismissal Wage 

The dismissal wage has some merit as a means of controlling the 
rate of technological change. When the social cost of lost skills, aban- 
doned towns, poverty, and unemployment is taken into account in the 
balance sheet of technological progress, it is possible that the unrestricted 
substitution of machinery for labor has produced a rate of progress in ex- 
cess of what might be regarded as the optimum rate for the community. 
Insofar as a dismissal wage compels employers to adopt a rational plan 
of technological improvement with a view to minimizing the disturbance 
to employment, and further compels them to assist the men displaced 
during the transition period, it simply distributes to management a share 
of the burden of the social cost of change. But where, as in the case* 
just examined, the dismissal wage is associated not with technological 
progress but simply with a union wage increase, the same justification for 
the dismissal wage is not applicable. In the latter case, the effect of the 
dismissal wage is to make it costly for the employer to discharge workers 
and to adjust his operations to the new high level of costs imposed by 
the union. 

Even in the case of technological change, however, the desirability 
of dismissal wage payment is debatable. As has been mentioned, require- 
ment of payment of dismissal wages would make management hesitate 
to introduce laborsaving machinery in times of depression and falling 
demand; yet these are the very times when, from the point of view of 
the economy as a whole, investment expenditures by industry should be 
encouraged, not penalized. Furthermore, it is not easy in practice to 
distinguish unemployment which is attributable to laborsaving machinery 
from unemployment due to the ups and downs of the business cycle. 
If employers introduce new laborsaving machinery in times of expanding 
demand, they often can use the displaced workers elsewhere in the plant. 
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Then when recession sets in, these men and others are laid off. Should 
managements in individual companies assume the burden of paying 
dismissal compensation at such times for these men or should unemploy- 
ment compensation be handled exclusively by the state or federal govern- 
ment.? One drawback of leaving dismissal compensation to decisions of 
individ ual companies and unions is that the amount which a worker will 
receive will vary from company to company depending upon the size of 
the firm, the generosity of the employer, the strength of the union, and 
similar considerations. A liberalized program of government unemploy- 
ment compensation would probably provide a more equitable distribu- 
tion of benefits and have a less depressing effect on investment in new 
technology than the union-sponsored program of dismissal compensation. 
It must be borne in mind that the ultimate union objective may be further 
liberalization of state unemployment compensation benefits and that 
pressure for dismissal wages may simply be a means of letting employers 
know that unless they support legislation to achieve this objective they 
are going to bear the cost of unemployment just the same. 

At the present time, the dismissal wage fills a need which is not met 
by unemployment compensation or by supplementary unemployment 
benefits. Unemployment compensation, as we have seen, is aimed at 
temporary unemployment on the part of workers who have been laid off 
and are looking for a new job. Supplementary unemployment benefits, 
as will be pointed out in more detail in the final section of this chapter, 
are designed to take care of temporary layoffs, due to seasonal and other 
variations in business, of workers who remain attached to the labor force 
of a particular company. The dismissal wage, however, is particularly 
designed for long-service employees who find their jobs have ended be- 
cause of a contraction in demand for the product or because of introduc- 
tion of laborsaving machinery. Where the latter cause is involved, skills 
which these employees have built up over a long period of years may be 
rendered useless. Skilled workers can be transformed into relatively un- 
skilled workers almost overnight by drastic change in the technology of 
an industry. If the workers affected are along in years, the result may be 
more or less permanent unemployment. Dismissal wages represent an 
attempt to compensate such workers for the more or less permanent loss 
of their employment. Union leaders argue that such compensation is par- 
ticularly justified when technological change is the cause of the layoff, 
because technological improvement in industry generally results in effect- 
ing some savings for the employer, and it is only fair that such savings 
should be used in part to compensate the workers at whose expense the 
savings were made. 
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Relation to Unemployment Compensation 

One of the problems which will be raised by the further extension 
of dismissal wage payment in industry is its relationship to unemploy- 
ment compensation laws. At the present time, in many states, dismissal 
compensation is deemed to be a form of wages, and while a worker is 
receiving the benefit of such payments, he is not considered eligible for 
unemployment compensation. Thus, if he received 10 weeks’ pay as a 
dismissal wage, he would have to wait 10 weeks until he was eligible for 
unemployment compensation. Of course, from the point of view of the 
unemployed worker, the dismissal wage is more desirable than unem- 
ployment compensation payments because usually the former is equal to 
his previous full weekly pay, while this is not true of the latter. 

Should an unemployed worker be entitled to receive both unem- 
ployment compensation and dismissal wage? Union men would answer: 
Yes. They view the dismissal wage as a payment for past services and as 
a sum intended to reimburse the worker for the loss of earnings he may 
suffer in the future even if he obtains a new job, because he in effect has 
to start his working career all over again. On the other hand, manage- 
ment argues that in many states the tax it pays under unemployment 
compensation laws is based on the unemployment experience of the par- 
ticular company. Therefore, if the company takes care of unemployed 
workers by paying them dismissal wages, they argue that it is unfair that 
they should pay twice by having the unemployment charged against their 
experience, which would be true if the worker draws unemployment com- 
pensation. Moreover, they say that while there is some merit to the ”past- 
service argument” when long-service employees are involved, this does 
not hold where younger employees are laid off who can obtain other jobs 
more readily, and they point out that it appears to be the union objective 
to apply dismissal wages generally to the entire work force. 

SUPPLEMENTAL UNEMPLOYMENT BENEFITS 

At its convention in March, 1954, the United Automobile Workers 
unanimously went on record in favor of a new collective bargaining ob- 
jective — a guaranteed annual wage. In June, 1955, the United Automo- 
bile Workers and the Ford Motor Company signed a historic contract 
which was hailed by union officials as containing the first major step to- 
ward the much-heralded labor goal of a guaranteed annual wage. Walter 
Reuther, President of UAW, stated the union attitude in these words: 
'This is the historic first step. We are charting new avenues here, and we 
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are willing to sweat this period out to find out what the experience 
teaches us and based on the experience, we can decide where we are going 
in the future. 

Examination of the UAW-Ford contract reveals however that the 
union did not gain a guaranteed ^'annual” wage at all. What Ford con- 
ceded was a supplement to state unemployment compensation for 26 
weeks; it was at most a '"semiannuar* wage. And the wage guaranteed 
was not full pay but only 65 per cent of take-home pay for 4 weeks and 60 
per cent for the other 22. Why then all the excitement about this issue? 
How does SUB (supplementary unemployment benefits) differ from 
GAW (guaranteed annual wage) ? What kinds of SUB plans have since 
been adopted? What will be their economic impact? These are the 
questions to which we will address our attention in this section. 

The Guaranteed Annual Wage 

An annual wage guarantee is a guarantee by an employer to his 
employees of a weekly pay check of a constant amount for a given num- 
ber of weeks of the year, usually forty or more, without a guarantee that 
the employee will be remunerated at his usual rate. The first collective- 
bargained wage and/or employment guarantees were put into effect in 
the 1890’s, notably in the wallpaper industry. During this period and the 
early 1920’s, many of the plans were adopted unilaterally by paternalistic 
employers. Practically all of these plans died during the depression of the 
1930's. The Federal Social Security Act of 1935 included a specific pro- 
vision to encourage the spread of guaranteed annual wage plans by per- 
mitting states to offer reduced unemployment compensation taxes to 
guaranteeing employers. The Fair Labor Standards Act of 1938 also 
sought to encourage these plans by permitting exemptions from the over- 
time pay requirements of the law where employment was provided on an 
annual basis. Relatively few companies, however, availed themselves of 
these provisions. As of the beginning of 1955, an estimated 200 of these 
plans were still operative with a relatively small coverage of employees. 
The plans were concentrated primarily in consumer goods and service 
industries in companies with a record of fairly steady production and 
employment. By and large, eligibility requirements sharply limited the 
number of workers covered by such plans, and there was no tie-in with 
state unemployment insurance systems. 

The announcement by the UAW leadership that the union was 
going to seek guaranteed annual wage plans from the automobile com- 

12 Reported in Business Week, June 11, 1955, p. 152. 
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panics brought forth a torrent of speeches, articles, and assorted liter- 
ature either for or against GAW. 

The union argument had a number of facets: 

1. If executives and office personnel are paid on an annual basis, why 
should the production worker be paid by the piece, hour, or day? 
Biologically a worker has the same necessity for regularity in satisfying 
his physical needs as his boss. Why then should he be paid any differently ? 

2. Management can, if it tries, do much to eliminate fluctuations in employ- 
ment over the year. The annual wage cannot and does not attempt to 
cope with long-term cyclical unemployment — it is aimed at short-term 
layoffs. If the annual wage made it expensive for management to lay off 
workers, there would be an incentive to diversify production and adopt 
better scheduling practices so that year-round regular work could be 
provided. 

3. Annual wages would increase and stabili2e employment. Employers 
could finance the annual wage by making payments into a trust fund in 
good times and by drawing on the fund when layoffs are made. This 
would tend to stabilize purchasing power, make workers more willing to 
commit themselves to installment purchases of homes, appliances, etc. 

4. The annual wage would achieve savings in labor cost by reducing labor 
turnover and the loss of skills which results from layoffs. 

Management arguments were in many cases tinged more by emotion 
than reason. Thus, GAW was condemned as socialistic by the National 
Association of Manufacturers. The following basic arguments were ad- 
vanced against GAW by employers: 

1. To adopt GAW before stability in production has been achieved in an 
industry would put the cart before the horse. The steel industry and the 
automobile industry, both of which manufacture products characterized 
by extreme fluctuations in demand, cannot by themselves regularize em- 
ployment and production. They cannot produce for inventory to any 
appreciable extent, nor can blast furnaces be used in off seasons for pro- 
duction of baby cereals. GAW would simply add another cost without 
stabilizing employment. 

2. GAW would reduce investment and employment because employers 
would be hesitant about making new investments since in addition to the 
normal risks of business would be added the burden of paying annual 
wages to employees who might have to be laid off if the investment proved 
unprofitable. 

3. GAW would run counter to a basic principle in unemployment compen- 
sation; namely, that a worker’s salary should be reduced when he is 
not working so that he will have an incentive to seek other work while 
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his regular job is unavailable. If GAW means full or almost full pay for 
those laid off, the senior workers might actually vie to be laid off first in 
order to get what amounts to a paid vacation. 

4. GAW would be used as an entering wedge by unions to attempt to con- 
trol production schedules and would ultimately lead to unions having a 
voice in pricing, production planning, employment, and other manage- 
ment prerogatives. 

While the UAW did not succeed in obtaining a GAW plan, many 
of the arguments, both pro and con, listed above are applicable to SUB. 
Furthermore, since the union spokesmen have indicated that they expect 
SUB to be a stepping stone to eventual GAW, the arguments surround- 
ing GAW are still very much evident in both management and union 
pronouncements on SUB. 

Supplemental Unemployment Benefit Plans 

The main union drive for guaranteed annual wages and for supple- 
mental unemployment benefits came from former CIO organizations in- 
volved in broad industrial coverage and representing workers over wide 
geographic areas. Spearheading the movement were the Steelworkers and 
the Automobile Workers. At the national level, craft unions on the whole 
evidenced little interest in such plans. This lack of interest was in part a 
reflection of their traditional pattern of confining bargaining to direct 
wages and working conditions, and in part to the different economic con- 
ditions under which most craft unions function. SUB has mushroomed 
since its big-time debut in the auto industry in 1955 to the point where it 
now covers about 2 million workers, mostly in autos, steel, can manu- 
facturing, rubber, and glass. 

SUB plans have been of two types, insurance fund and individual 
account: 

Insurance Fund Plans, This type of plan is by far the most common 
today. The Ford plan falls in this class as do the other plans in the auto- 
mobile industry, and in can manufacturing, steel, and rubber. While 
insurance fund plans differ in provisions among companies, they have 
these common characteristics: 

1. Company contributions are based on payrolls, being limited to a fixed 
charge in accordance with employee hours worked. 

2. Company contributions are paid into a trust fund established for the 
benefit of the employees covered. A maximum funding position is speci- 
fied, and once it is attained, no further contributions by the employer are 
required unless the fund drops below this maximum. 
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3. State unemployment insurance benefits are included in the computation 
of total benefit awards. 

4. Up to an established maximum, benefit amounts are related to a per- 
centage of wages. 

5. Generally, eligibility for the state benefits is a prerequisite for benefits 
under the company plan. 

6. While company costs remain fixed until maximum funding is achieved, 
total benefits vary in accordance with trust fund position. 

Individual Account Plans, Individual account plans are primarily 
found in the glass industry, although they have also been adopted by the 
General Motors Euclid Division, Timken Roller Bearing Company, and 
Eaton Manufacturing Company. These plans provide for establishment of 
individual vested accounts for all employees, much like savings accounts. 
Plans of this nature have these common characteristics: 

1. Individual accounts are established for each employee, and contributions 
are paid into the account by the employer based upon employee hours 
worked. 

2. The accounts are vested — that is, they belong to the individual employee 
and he may draw from the account when he is laid off, ill, retires, or 
leaves the company. When he dies, any balance is paid to his estate. The 
plan is therefore considerably broader than a mere supplement to un- 
employment compensation. 

3. There is no integration with state systems of unemployment compensa- 
tion. Since the particular account belongs to the individual employee, he 
can draw from it whether or not he is eligible for state unemployment 
compensation benefits. 

Comparison of Insurance Fund and Individual Account Plans 

Both types of plans have certain common characteristics. On the 
whole, they represent "'reserve financing” rather than "pay as you go.” In 
both cases, the liability of the employer is limited to a fixed cents per hour 
labor charge. Both adopt the plan of supplementing income rather than 
guaranteeing employment or annual wages. 

Insurance plans, by pooling the risk of unemployment, can pay 
higher benefits to laid-off workers during the initial stages of the plan 
than is available from individual accounts. Insurance plans tend to main- 
tain pay differentials among workers except for the highly rated em- 
ployees since benefits are computed as a proportion of take-home pay. 

Michael T. Wermel and Geraldine M. Beideman, "Supplemental Unemployment 
Benefit Plans: Their Economic and Industrial Relations Implications,” BIRC Publication No. 

4 (Pasadena Calif.: California Institute of Technology, January, 1957), p. 16, 
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This is not true o£ the individual account plans where payments are de- 
pendent upon the balance in the particular worker’s account and the size 
of the benefit he chooses to draw. Insurance plans tend to equalize total 
jobless benefits as workers from low-benefit states will receive more in 
supplementation from the company fund than co-workers in states where 
state unemployment benefits are more liberal. Individual account plans, 
as we have already observed, have no relation to state benefits. From the 
tax point of view, contributions of the employer to the insurance fund are 
not deemed taxable income to the employees, and no income tax is paid 
by the employees until the funds are actually paid to them. On the other 
hand, company contributions to individual accounts represent additional 
income to the employee immediately, and the employer therefore is re- 
quired to withhold income taxes on such amounts when they are credited 
to the respective accounts. In the long run, insurance type plans are likely 
to be cheaper for the companies. Because of the maximum funding pro- 
vision incorporated in these plans, companies with low layoff experience 
will only have to pay sufficient amounts into the fund to keep the fund at 
the required level once the maximum is reached, whereas company con- 
tributions to the individual accounts presumably go on and on.^^ 

Conflict with State Unemployment Compensation Laws 

The supplementary unemployment benefit plans negotiated by 
UAW with Ford, General Motors, and Chrysler contained a provision 
making their introduction contingent upon the issuance of rulings by 
states in which two thirds of the employees of each company reside to the 
effect that payments to unemployed workers could be made by these com- 
panies concurrently with state unemployment benefits. In many states, 
a laid-off worker who receives vacation pay is not entitled to receive un- 
employment compensation, because the vacation pay is treated as 
"wages.” There was considerable question at the time the UAW con- 
tracts were signed whether the SUB plans could be put into effect with- 
out amendment of state unemployment compensation laws. However, 
by the middle of 1956, favorable rulings had been made in seventeen 
states, including major industrial states such as Michigan, New York, 
New Jersey, Pennsylvania, and Massachusetts, permitting employees to 
receive concurrently state rmemployment compensation payments and 
SUB payments from employers. 

One of the states which thus far has refused to permit concurrent 
payment of SUB and state unemployment compensation is Ohio. This 
has posed a major problem to the United Rubber Workers because of the 

IhW., pp. 20-21. 
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concentration of employment in the rubber industry in that state. In an 
effort to avoid conflict with the Ohio law, the United Rubber Workers 
and the Big Four rubber companies agreed to a so-called "alternate’’ 
plan and a "lump-sum” plan of payment of SUB benefits. Under the 
former, the employee who is laid off will collect unemployment com- 
pensation from the state for 2 weeks, forgo such unemployment com- 
pensation the third week and collect three times the SUB payment due 
for a single week, go back on the unemployment compensation roll for 2 
more weeks, and so on. Under the latter, workers who are laid off will 
receive only state benefits during the weeks they are jobless. However, 
when state payments terminate or after they are recalled to jobs, the 
workers will receive a lump-sum payment equal to the difference between 
what they got from the state and 65 per cent of normal take-home pay for 
the idle period. In 1958 a plan similar in nature to the alternate plan 
described above is supposed to take effect for Ohio auto workers. How- 
ever, on July 11, 1957, the Ohio Bureau of Unemployment Compensa- 
tion, which had previously held illegal the concurrent payments under 
the UAW supplemental unemployment benefits plan, also ruled out the 
alternate and lump-sum plans. 

The problem in the state of Ohio points up some of the difficulties 
which confront SUB plans in the years ahead. Even in states where favor- 
able rulings have been obtained, employers may go to court to test the 
validity of such rulings. For a number of years, therefore, there will prob- 
ably be a lack of uniformity among states in this respect so that employees 
working in one state will be entitled to state unemployment payments and 
SUB payments, while employees of the same company working in another 
state will be denied them. In general, however, payments out of the "in- 
dividual account” type of plan found in the glass industry present no 
problem, since this is really nothing more than a forced savings plan, and 
when the employee withdraws money from his account, he is simply 
withdrawing savings rather than receiving compensation for services. 

Appraisal of Supplementary Unemployment Benefit Plans 

SUB plans have been condemned by management and hailed by 
labor. Management has claimed such payments will lead to malingering 
and that the cost will be ruinous. On the other hand, unions have stressed 
the beneficial effect of such plans in stabilising and maintaining income 
in the economy. What are the facts ? 

Under the Ford and General Motors SUB plans, the typical laid- 
off employee who earns about $100 a week before taxes and around $87 
after taxes (if he has a couple of dependents) will receive total benefits 
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(state and SUB) in many states of about $57 a week. With payments at 
this level, the employee is still losing about $30 a week by reason of being 
unemployed. There is therefore a strong inducement afforded him to get 
back to his regular job. If the employee prefers to live on this reduced sum 
while waiting to return to his regular job rather than taking employment 
elsewhere, this can hardly be called malingering. Most employees in this 
industry have built up skills, associations, and seniority which are valu- 
able, and they can hardly be condemned for preferring to return to their 
regular jobs. In order to get employment elsewhere, most of these laid-oflf 
workers would probably have to conceal the fact that they intend to re- 
turn to their former jobs. Management criticism that SUB will lead to 
malingering does not seem warranted at the present level of payments. 

Likewise, the burden of costs imposed by SUB is not as great as has 
been pictured by some critics. Professor Slichter has estimated that in the 
automobile industry, the cost of the SUB plan, assuming a high annual 
layoff rate of 50 per cent of the average labor force, an average layoff 
duration of 15 weeks’ unemployment, and SUB payments of $30 per 
week, would amount to about 5 per cent of payrolls.^® No one is startled 
by 5 per cent wage adjustments these days, and since in most negotia- 
tions SUB plans were part of a "package” and granted in lieu of wage in- 
creases, the cost to the employer is not substantially different than if a 
large wage increase had been granted. 

The big problem, of course, will come in future negotiations when 
unions attempt to liberalize plans by raising benefits and lengthening 
duration of payments. A recent UAW report has already commented 
on the fact that the three largest funds — of General Motors, Ford, and 
Chrysler — had $114 million in their tills as of May 1, 1957, and had 
paid out only about $4.8 million. According to the UAW fiscal experts, 
"this proves that benefits could be increased at the current rate of com- 
pany contributions.”^® Of course, after benefits are increased, it will be 
found that contributions have to be raised to keep the funds solvent, and 
so the cost of such plans will continually increase. It should be remem- 
bered that the union objective has been stated from the outset to be "a 
guaranteed wage — a full 100 per cent.” If this level is ever reached, 
these plans will not only prove to be a real burden to employers but also 
will make unemployment the equivalent of a paid vacation. 

Most economists are of the opinion that the spread of SUB plans 
outside of the industries in which they are now prevalent will be slow 
and on a limited scale. A major reason given is that the great majority of 

S. H. Slichter, '‘Guaranteed Annual Wage/’ Barron’s, April 11, 1955, 

Reported in Business Week, July 13, 1957, p. 153. 
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workers are so well protected by seniority rules that supplementary un- 
employment compensation benefits mean little to them. Since the longer- 
service employees generally control union policies, the union is more 
likely to seek wage increases and similar benefits than SUB. Furthermore 
the spread of SUB plans will be much slower than that of pension plans 
because nonunion employers are more likely to install pension plans than 
SUB plans. 

Because of the limited coverage of SUB plans, their impact in 
stabilizing income for the economy as a whole will probably be slight. 
However, it seems likely that SUB plans will be concentrated in manu- 
facturing, mining, transportation, and construction — industries in which 
cyclical ups and downs of employment are greatest. Professor Sumner H. 
Slichter points out, therefore, that ''even if supplementary unemploy- 
ment compensation covers less than one fourth of the nonfarm em- 
ployees, it will raise the incomes of a much higher proportion of the 
unemployed. Furthermore, its impact in individual communities may 
be substantial. 

The greatest shortcoming of SUB plans is that they are an unsatis- 
factory and incomplete method of meeting the real problem which re- 
quires attention — that is, the inadequacy of our state unemployment 
compensation laws. At best, union-negotiated SUB plans can cover only 
a portion of union members and an even smaller percentage of the total 
labor force. Moreover, it will be difficult for unions to negotiate such 
plans where they are needed most — in smaller weaker firms with fluctuat- 
ing employment records and in companies faced by declining demand. 
Furthermore, such negotiated plans do not provide the pooling of unem- 
ployment risks, which is possible under a state-wide plan. It is to be hoped 
that union pressure for supplementary unemployment benefits will lead 
management, labor, and legislators alike to reappraise and attempt to in- 
prove our present inadequate unemployment compensation system. 

QUESTIONS FOR DISCUSSION 

1. Discuss the adequacy of the present system of unemployment compensation. 
To what extent are union demands for dismissal wages and supplementary 
unemployment benefits associated with inadequacies in unemployment com- 
pensation laws.^ 

2. What impact do you think a 100 per cent guaranteed annual wage would have 
upon seniority rules 

S. H. Slichter, '‘Labor's New Victory,” The Atlantic Monthly, September, 1955, 

p. 65. 
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3. Discuss the effect which dismissal wage plans may have upon employment 
(a) from the point of view of an individual firm, and (i?) from the point of 
view of the economy as a whole. 

4. What are some of the major differences between "insurance fund” and "indi- 
vidual account” SUB plans ? Which is best for the employee? For the employer ? 
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SECURITY FOR THE SICK 
AND THE INJURED 


Loss of income because of sickness and injury, together 
with the costs incurred by illness, reach staggering proportions. The 
Social Security Administration has estimated that nonoccupational short- 
term sickness alone costs American families close to $7 billion per year 
in income loss, while consumer spending for medical care in 1956 ex- 
ceeded $12 billion. Figure 48 shows how the medical-care dollar was 
distributed and how the shares taken by the different items have changed 
since 1939 and 1949 when the totals spent were $3 billion and $8 billion, 
respectively. These estimates point to the seriousness of the financial 
burden caused by sickness and injury, and they explain why there is so 
much interest in programs that alleviate this burden. 

In this chapter we shall discuss governmental and trade-union 
programs designed to provide income security for those who are unable 
to work by reason of illness or accident. In addition, we shall also discuss 
the issues involved in proposals to provide various types of health insur- 
ance to the employed population. 

WORKMEN’S COMPENSATION 

Workmen’s compensation was the first type of social insurance to be 
developed extensively in the United States by legislation. It is designed 
to assure prompt payment of benefits to employees injured on the job or 
afflicted by occupational diseases; or, in case of a fatality in industry, to 
pay benefits to dependents. Workmen’s compensation does not cover 
accident or injury outside of working hours, but only such disasters 
as occur on or pertain to the job. 

The Development of Workmen s Compensation 

Before workmen’s compensation laws were passed, an employee in- 
jured on the job had little recourse. To be sure, under the common law. 


635 
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FIGURE 48 

Hospitals and Insurance Costs Are Up More than Other Consumer 
Medical-Care Items 


THE MEDICAL CARE DOLLAR 



Sources: Department of Commerce; National Industrial Conference Board, Inc. 


the employer was required to provide a reasonably safe place for his em- 
ployees to work. If, however, an employee was injured and the employer 
did not voluntarily pay some compensation, then the employee had to 
take the case to court for redress. 

Besides the fact that employees rarely had the funds or sufficient 
legal assistance to pursue a case of this character in court, the employer 
had certain defenses which made it difficult for the employee to collect 
damages. In the first place, an employer might plead contributory negli- 
gence; that is, the victim was also at fault to some degree. Or the em- 
ployer might attempt to prove that the real fault was lodged with a fellow 
worker. This was known as the doctrine of '^common employment or fel- 
low service.” If these defenses were not available, the employer might 
plead a third one, the doctrine of assumption of ordinary trade risk.” 
Under this doctrine the employee was assumed to have knowledge that 
he was engaged in a dangerous occupation, and if he still chose to work in 
that occupation, he had to assume some of the risks of being injured. 
And, finally, in some states, even if the employer was negligent in provid- 
ing for the safety of his employees, but the employee knew of this negli- 
gence, then the employee assumed the risk of the negligence and could 
not collect damages if he was injured. 

In the latter part of the nineteenth and the early twentieth centuries, 
the federal government and several states passed legislation designed to 
modify some of these common-law doctrines. It was not, however, until 
the lawmakers ruled out the question of blame in industrial accidents and 
concentrated upon providing benefits to those injured that progress was 
really made in caring for injuries on the job. That does not mean, of 
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course, that legislators should not concern themselves with safety regula- 
tions and other protective measures. What it does mean is that despite 
precautionary measures, accidents will occur. Then the problem is to 
provide restitution rather than to fix blame. 

The Nature of Workmen's Compensation Laws 

The first workmen’s compensation law was passed in New York in 
1910. With the passage of a law in Mississippi, which became effective 
January 1, 1949, workmen’s compensation legislation has now been en- 
acted by all of the states, as well as by Alaska, Hawaii, and Puerto Rico. 
Federal laws cover civilian government employees, longshoremen and 
harbor workers, and private employees in the District of Columbia. (See 
Table 42.) 

The number of employees actually covered by workmen’s compen- 
sation legislation is, however, less than this summary would appear to 
indicate. In the first place, some states fail to provide coverage for certain 
types of accidents or diseases; and agricultural, domestic, and certain 
other workers are usually excluded from coverage of these laws. Then 
in twenty of the jurisdictions, workmen’s compensation acts are elective 
rather than compulsory. In such states, employers may refuse to operate 
rmder the compensation act if they prefer to risk suit for damages by in- 
jured workers. The laws are partially compulsory and partially elective 
in five states. When employers elect not to come under a compensation 
act, employees may not be able to obtain compensation unless they sue 
for damages.^ 

Besides agricultural and domestic workers, compensation laws 
usually exclude casual employment and employees in charitable and non- 
profit institutions, and occupations which are declared to be nonhazard- 
ous. In addition, railway and maritime employees come under the Federal 
Employers Liability Act rather than under workmen’s compensation. 
This has been done at the request of these two employee groups who find 
that they are able to collect more compensation by court suits than by 
compensation laws because of the fact the juries are generally sympathetic 
to them and unsympathetic to railroad and shipping concerns. Finally, in 
twenty-nine states and Puerto Rico, employers who have less than a speci- 
fied number of employees, varying from two to fifteen, are excluded from 
compulsory coverage of compensation legislation. 

Compensation laws are limited, not only as to persons and em- 
ployers included but also as to injuries covered. For example, some states 
exclude coverage if the injury is due to the employee’s intoxication, will- 

1 Basic data throughout chapter courtesy U.S. Department of Labor. 



TABLE 42 


Workmen’s Compensation under State Laws, January 1, 1957 



Teiviporary Total Disability 

Death Benefits 




Jurisdiction 

Intended 
Benefit as %of 
Weekly Wage 

Actual 
Maximum 
Weekly Benefit 
Allowed 

Maximum 
Duration in 
Weeks 

Maximum Total 
Payments 

Maximum® 
Medical Care 

Benefits for 
Vocational 
Rehabili- 
tation 

Coverage 
OF Occupa- 
tional 
Disease 

Alabama ... . 

55-65 

$28 

300 

$8,400 

90 days-$l,000 

No 



65 

100 


9,000^-15,000 

4 years 

Yes 

Full 


65 5 

1505 

W,C-186 

U) 

Yes 

Limited 


65 

35 

450 

12,500 

(«) 

Yes 

Full 


6134 

40 

200-316® 

10,0004-12,500 

6 mos -$1,000 

No 

Full 

Colorado 

6673 

31 50 

312 

9,859 50 

No 

Limited 

Connecticut . . . 

60 

40 

W,C-186 



No 

Full 

Delaware 

6673 

35 

40010 



No 

Full 

Dist. of Columbia 

6673 ' 

35 

W,C-186 



Yes 

Full 


60 

35 

350 


10 wks -$1,125’’ 

Yes 

Full 

Georgia 

60 

30 

400 


No 

Limited 


6673 

50 

W,C-186 

20.000 


Yes 

Full 

Idaho 

55-601 

23-401 

400,C-18e 

8,000-10,0004 

(s)‘ 

No 

Limited 

Illinois 

75-97721 

34-401 


9,250-12,0004 

No 

Full 


60- 

33 

350 

12,500 

$1,50012 

No 

Full 


6673 

32 

300 


No 

Limited 

Kansas . 

60 

32 

12.500 

120 days’3-$2,500 

No 

Limited 

Kentucky 

65 

32 

400 

12.000 

$2,500 

No 

FuU 

Louisiana . . 

65 

35 

400 


$2,500 

No 

Limited 

Maine . 

6673 

30 

300 

9.060 

(®) 

No 

Limited 

Maryland 

6673 

35 

40 to average 

500 

10,000 


No 

FuU 

Massachusetts . 

6673 

weekly wagei 

400,C~186 

10,000 


Yes 

Full 

Michigan . . 

6673 

33-571 

450 



No 

Full 

Minnesota. . . 

6673 

40 

W,C-18o 

17,500 


Yes 

Full 

Mississippi 

6673 

25 

450 

8,600 


Yes 

None 

Missouri 

6673 

35 


12,000 

18 mos‘-$2,500’4 

Yes 

Full 

Montana 

66?4 

26.50-32.501 

500 


No 

(*) 

Nebraska 

6673 

30 

325 



No 

Full 

Nevada . 

90 

41.54 

W,C-18o 


6 mos. 15 8 

No 

Full 

New Hampshire 

6624 

33 

341 

11,250 


No 

Limited 

New Jersey 

662/3 

40 

35010 



Yes. 

Full 

New Mexico. 

60 

30 

550 



No 

Limited 

New York 

662/3 

36 

W,C-186 



Yes 

Full 

North Carolina 

60 

32 50 

350 

10,000- 


No 

Limited 

North Dakota 

80 

31.50-45.50 

W,C-186 



Yes 

Full 

Ohio ... 

662/3 

40 25 

416 

12,000 


Yes 

FuU 

Oklahoma. 

662/3 

28 


13,500 


No 

Dmited 

Oregon . 

5 O- 662 / 3 I 

26 54-61 151 

W,C-186 



Yes 

FuU 

Pennsylvania . . 

6624 

37 50 

35010 


6 mos.-$450’6 

No 

Dmited 

Rhode Island 

60 

32 

600 



Yes 

FuU 

South Carolina 

60 

35 

350 

10,000 


No 

FuU 

South Dakota 

55 

28 


7,50012-9,0004 

20 wks -$1,000 

No 

Limited 

Tennessee . . . 

65 

30 

W,C-186 

10,000 

1 yr -$1,500 

No 

Limited 13 

Texas , . 

60 

25 

360 

9,000 

4 wks ’0 

No 

Limited 

Utah..,. 

60 

30-40 501 

313 

8,800-10,759.384 

U) 

Yes 

FuU 

Vermont . , 

6624 

2820 

260 

9,240 

$2.5008 

No 

Limited 

Virginia 

60 

30 

300 

9,000 

60 days 21 

No 

Full 

Washington . . 


17 31-42 691 

W,C-18o 



No 

FuU 

West Virginia. 

6624 

30 

W,C-18o 


$ 1,60022 8 

Yes 

FuU 

Wisconsin . 

(70) 

45.50 

(23) 

13,000 

(Widows only) 
(For widows plus 
children, no 
maximum set) 
6,000-12,3504 

No limitation 

Yes 

FuU 

Wyoming . . . 


25.38-46 151 

W,C-186 


No 

None 

U.S. Civil Empl’es 

6624-751 

121 15 

W,C-186 



Yes 

FuU 


iThe lower figure represents the benefit for a single worker; 
the higher the maximum for workers with dependents 

^Benefits may not exceed period of time or amounts indi- 
cated 

^Covers only specified dust or pulmonary diseases and or 
diseases caused by the inhalation of poisonous gases or fumes. 

^The lower figure represents payments to a widow only, the 
higher, maximum payments for all dependents. 

5pius 1 10 per dependent. 

means payment to widow unal death or remarriage; 
"C” means payment to children until age specified. 

’Limited benefits for occupational disease in Arizona and 
Utah. 

^Limited benefits for silicosis and asbestosis in Arkansas, 
Ilhnois, Maine, Nevada, Vermont, and West Virginia. 

^Depending on size of award 

loAfter maximum weeks of payment, reduced benefits may be 
paid until children reach the age of 18. 

^’Period may be extended for additional time and amount 
not exceeding_ |375 within the discretion of the board. 

^^Dividedinto $1,000 for hospital services and $500 for medi- 
cal and surgical. Commission may authorize an additional $1,000. 

Source : U.S. Department of Labor; Labors ’Economic Eevhw. 


i^Additional time may be authorized in extreme cases. In case 
of occupational disease, an additional ninety days. ^ 

cases of total disability where the $2,500 is insufficient to 
meet all hospitalization expenses, $1,000 additional may be 
allowed. 

i6May be extended for specified limited period of time. 
isHospiralization for six months in addition to the $450 total 
medical and surgical allowance. 

I’Or 4 times the average annual earnings whichever is less, 
tspull coverage optional with employer 
tsUp to 91 oays for medical care may be authorized by the 
board. 

2oplus $2 per dependent child under 21 

2iCommission may extend for an additional period of 1 year. 

22May be increased by $800. 

23Maximum death benefits payable to the widow are $13,000, 
usually payable m weekly installments of 50 % of weekly earnings 
(maximum weekly earnings, established in 1955 legislation, are 
$65). However, the Industrial Commission may vary the pay- 
ments, depending upon the circumstances of each case Additional 
benefits payable from Children’s Fund to the widow for childrp 
under 16 years of age (13 % of the widow’s benefit is usually the 
weekly or monthly allowance made for each dependent child). 
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ful misconduct, and gross negligence. In addition, two of the states, 
Mississippi and Wyoming, do not compensate employees for occupa- 
tional diseases. 

Nature of Benefits 

Most of the acts provide compensation based upon a percentage of 
the worker’s wage up to a specified maximum. A few states have, how- 
ever, provided lump sums for specific types of disability, and other states 
vary the payments with the worker’s marital status and number of de- 
pendents. The periods during which the compensation is paid vary tre- 
mendously, and the maximum weekly payments range from $20 to $150. 
In only eleven states are maximum weekly benefits $50 or more. The 
higher the worker’s wage, the less does compensation approximate his 
earnings. 

Death benefits also vary considerably. In twelve states, the District 
of Columbia and under the federal workmen’s compensation acts, pay- 
ments are made to the widow for life or until remarriage, and to children 
until they reach a specified age. In thirty-one states, death benefits are 
limited to payments for periods ranging from 260 to 600 weeks, but two 
of these states continue to pay to children until they reach a specified 
age. Five states, Alaska, and Puerto Rico limit the maximum amount but 
not the number of weeks during which compensation is payable, while 
one state — Wisconsin — ^has a maximum amount for widows only, not for 
widows plus children. Death benefits are usually based upon a per- 
centage of the average weekly wage of the deceased workman, but 
Oklahoma, Alaska, and Puerto Rico pay a lump sum, and Kansas pays a 
flat pension. Kansas and five other states vary the basic amount by num- 
ber of dependents. 

Fifteen states and the federal employees’ act make total permanent 
disability payments for life, while nine states, Hawaii, the District of 
Columbia, and the federal longshoremen’s act make payments for the 
entire period of disability. In the other states, the payments are limited 
from 330 to 550 weeks, and from $3,500 to $15,000. Payments also vary 
in some states depending upon the number of dependents. 

Most compensation laws provide payments for permanent partial 
disability. Two categories of such injuries are generally recognized, sched- 
uled and nonscheduled. The former includes specific injuries such as the 
loss of use of an arm or leg; the latter includes more general injuries, 
such as an injury to the head or back. Most states provide specific pay- 
ments for scheduled injuries. The period of compensation for specified 
injuries varies tremendously. For example, for the loss of an arm at the 
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shoulder, several states pay compensation for only 200 weeks, whereas 
Wisconsin pays compensation for 500 weeks. Payments for nonscheduled 
injuries are generally related to the loss of earning power, and in many 
cases, they exceed payments for scheduled injuries. In nine states persons 
who are compensated for temporary total disability receive additional 
benefits for dependent children. 

In all the compensation acts, medical aid is required to be furnished 
to the injured employees. In addition, forty-four acts require the employer 
to furnish artificial limbs and other necessary appliances. 

Before any payments are made, nearly all states requiring a waiting 
period of 1 week after the injury. Medical benefits begin immediately, 
however, and compensation may be retroactive to the date of injury. 

Administration 

To make certain that benefit payments will be paid when due, the 
states require that the covered employer shall obtain insurance or shall 
give proof of his qualifications to carry his own risk, which is known aa 
self-insurance. In most of the states the employer is permitted to insure 
with private insurance companies. State insurance systems exist in eighteen 
states and Puerto Rico. In seven of these states and in Puerto Rico the 
system is called "exclusive” because employers are required to insure 
their risks in the state fund. Competitive state funds exist in eleven states, 
where employers may choose whether they will insure their risks in the 
state fund, or with private insurance companies, or qualify as "self-in- 
surers” with the privilege of carrying their own risks. 

In most states, a specific agency has been established to administer 
the act. In five states, however, court procedure remains, and in New 
Hampshire there is a combination of agencies in court administration. 
In states where the law is administered by commission or board, the state 
agency usually has exclusive jurisdiction over the determination of facts 
with appeals to the courts limited to questions of law. In a few states, 
however, the courts can consider the issues anew. 

Second Injury and Special Provisions 

A second injury to an employee who has already sustained an injury 
— such as the loss of a limb, for example — ^may cause that employee to be 
totally disabled, and thus be eligible for total disability. All compensation 
laws, except those of Louisiana and the Federal Civil Employee Act, con- 
tain provisions regarding payment of compensation in such cases. Some 
of these provisions limit the amoimt of claim to the last injury sustained, 
regardless of the actual disability resulting from the combined injuries. 
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Under the more advanced laws, however, which exist in forty states, three 
territories, the District of Columbia, and the Federal Longshoremen’s 
Act, payment is made for the actual disability resulting from the com- 
bined injuries. If the payments for the combined injuries were charged 
to the employer, handicapped workers would have increasing difficulties 
in securing employment. Hence, these jurisdictions have established "'sec- 
ond injury funds.” Where states have second injury funds, the employer 
is liable only for the compensation resulting from the second injury. The 
employee, however, receives payments based on the disability resulting 
from combined injuries. The difference is paid out of the state or terri- 
tory’s second injury fund, which is financed either by special appropria- 
tions or by assessments or taxes on employers or insurance carriers. 

Because workmen’s compensation is almost wholly a state matter, 
jurisdictional problems arise when an employee employed by a company 
located in one state is injured in another. In some cases, he is covered by 
the state where he is hired, in some where he is injured, and in many cases 
the jurisdiction is in doubt. 

All the compensation laws cover legally employed minors. Seven- 
teen of the acts provide additional compensation in the case of injury to 
minors who are illegally employed. In twenty-five states, Alaska, the 
District of Columbia, Hawaii, and under the Longshoremen’s and Har- 
bor Workers’ Act, compensation is paid to minors illegally employed on 
the same basis as if they were legally employed. Seven states fail to cover 
minors illegally employed. 

Of the seventeen laws which provide extra compensation in the case 
of injury to illegally employed minors, thirteen require the payment of 
double compensation in such cases, while one other law, that of Wiscon- 
sin, requires double or treble compensation, depending upon the type of 
violation. Compensation in Wisconsin is doubled in case of minors 
injured while employed in violation of the work-permit provisions of the 
child-labor law, and it is tripled in case of minors employed in violation 
of the minimum-age provisions or in an occupation for which the Indus- 
trial Commission has ordered that no permit shall be issued. In Illinois 
and Missouri, compensation is increased by 50 per cent, and in Pennsyl- 
vania by 10 per cent. 

Financing 

In 1956 the Social Security Administration estimated that $525 mil- 
lion were paid on workmen’s compensation benefits. Unlike the situation 
for the other social insurances, the funds for workmen’s compensation 
are not provided for by specific taxes levied upon employer or employee 
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or both. There is no central fund from which compensation is payable to 
eligible injured workers. Rather, the employee's compensation claim is 
against his employer. In order to assure that the employer will have the 
wherewithal to make compensation payments, he is required to obtain 
insurance or to give proof of his ability to carry his own risk — that is, to 
self ‘insure. In nearly all jurisdictions, workers make no direct contribu- 
tions to costs. 

Analysis of Workmen $ Compensation 

A careful scholar of the social insurances has pointed out that work- 
men’s compensation "bears the scars of the fact that it was a pioneer 
social insurance program. . . . Restricted coverage, limitation of risks 
recognized . . . dollar limitations to amounts payable, the presence of 
private insurance techniques and self-insurance — all stem from the early 
and understandable desire to proceed with caution and to hedge the 
program with various safeguards designed to secure public acceptance 
and to allay misgivings on the part of the employers.”^ 

In the same vein is the comment of another authority who has 
worked in the workmen’s compensation field for over two decades : "If, in 
the field of our mechanical contrivances, the same adherence to old models 
had prevailed as that which is found in respect to social arrangements, 
we should now be driving around in ox carts.”^ 

Undoubtedly, workmen’s compensation is inadequate in the three 
essentials of coverage, benefits, and administration. The large numbers 
of excluded categories, the failure to make provision for all occupational 
diseases, and the number of laws which are elective reduce the coverage 
of this legislation. 

The complicated benefit system is very inadequate. In 1940, no juris- 
diction provided benefits that averaged 50 per cent of wages lost for all 
classes of injuries. Since then, benefits, despite increases in most states, 
have steadily fallen behind increases in the cost of living. 

Administration of workmen’s compensation is perhaps the weakest 
phase of workmen’s compensation. There is tremendous variation from 
state to state in the caliber of administration. Some states make an excel- 
lent effort to see that claims are promptly paid, that workers know their 
rights, and that final reports are received from insurance companies on 

2 Eveline M. Burns, Tl^e Americcm Social Security System (Boston: Houghton Mifflin 
Co., 1949), p. 186. 

® Marshall Dawson, The Development of Workmen’ s Compensation Claims Adminis- 
tration in the United States and Canada. (International Association of Accident Boards and 
Commissions, 1951), p. 39. 
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benefits paid, how benefits were computed, and the nature of the injury 
for which benefits were paid. 

Unfortunately, good administration of workmen's compensation 
is apparently relatively uncommon. Many states collect little pertinent 
information. The majority of employed workers apparently know little 
of their rights, and state administrators make little effort to correct this 
lack of information. Only a few states make a real effort to find out how 
promptly workers are paid, how much is paid for medical expenses, how 
adequate benefits are to take the place of lost wages, and for what pur- 
pose benefits are paid. 

Along with poor administration, inordinately expensive administra- 
tion is the rule rather than the exception. Some authorities estimate that 
as much as 40 per cent of the costs of workmen's compensation goes for 
administration.^ The President's Commission on the Health Needs of the 
Nation, composed of sixteen outstanding medical, civic, and industrial 
leaders, commented: '^Excessive litigation is common with both legal 
and medical chicanery."® 

Methods of financing are both questionable and geared to keep ben- 
efits at a minimum. Self-insured companies and poorly run insurance 
companies have become insolvent and thus denied injured workers’ bene- 
fits. Since both insurance companies and employers have an interest in 
keeping costs at a minimum, and since most workers are not too well 
informed of their rights, the pressure to keep benefits down, to avoid 
expansion of coverage, and to pay the very least allowable in compensa- 
tion is dominant in most state legislatures and most state administrative 
agencies. Moreover, since the individual is usually left to obtain his own 
benefits, he of necessity becomes involved in litigation and lawyers’ fees, 
if he is to protect his rights, or else faces loss of benefits because of 
ignorance of his rights. In other instances, benefits have been held up by 
attempts of insurance companies to transfer doubtful jurisdictional cases 
to the state jurisdiction which pays the least benefit. 

On the other hand, sometimes compensation costs can get out of line 
because of excessive liberality of state administrations. This is alleged 
to have occurred in New York, where exaggerated claims have apparently 
received liberal compensation, partially as a result of effective representa- 
tion by lawyers and unions, but where at the same time the unrepresented 
worker is in no position to take similar advantage of procedures, and the 
record for prompt utilization of modern medical care and rehabilitation 

^ Herman and Anne Somers, “Workmen’s Compensation: Unfilled Promise,” Indus- 
trial and Labor Relations Review, Vol. VII (October, 1953), pp. 32-42. 

^ Quoted by Ibid., p. 39- 
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FIGURE 49 

Work Injuries and the Extent of Compensation Remain Critical Issues 


IN TURNING OUT THE GOODS AND SERVICES FOR THE WORLD'S RICHEST COUNTRY 



y. EVERY 16 SECONDS 
A WORKER IS INJURED 



EVERY 4 MINUTES 
A WORKER IS KILLED 


EVERY YEAR ABOUT 2 MILLION 
SUFFER INJURY OR DISEASE 



BUT WORKMEN'S COMPENSATION LEAVES UNMET 
ABOUT TWO-THIRDS OF THE INJURED WORKERS' 
WAOE LOSS, AND SURVIVORS GET EVEN LESS. 


SCfii 


ttBPORT BY THE 50C/AL SECURITY ADM, 


SOURCE’ Labor’s Economic Review (AFL-CIO), February, 1957. 


techniques is at best dubious.® The authors’ personal experiences indicate 
a similar situation in Connecticut and Massachusetts. 

Accident Prevention and Rehabilitation 

The prime objective of workmen’s compensation legislation is, of 
course, the payment of benefits to those injured on the job. If, however, 
the maximum social purpose of workmen’s compensation is to be 
achieved, it should encourage safe working practices which will prevent 
injuries before they occur; and it must provide the means to rehabilitate 
workers who have been injured so that they can, insofar as possible, be- 
come self-supporting once more. 

There can be no doubt that workmen’s compensation has encour- 
aged safe working practices. The insurance rate which is charged to the 
employer is determined by the accident frequency and severity record. 
Substantial savings in insurance costs accrue to the employer whose plant 
safety record is of a high quality. The larger insurance companies in the 
compensation field provide safety counseling as part of their services. In 
addition, most states provide for safety inspections. Many employers have 
found that they can regain all of their costs spent on safety by reduced 
costs in compensation through fewer work injuries. 

Unfortunately, however, relatively few plants have adequate safety 
programs. Estimates of the Bureau of Labor Statistics indicate that only 
one third of all workers are subject to planned, organised safety efforts. 
Consequently, American industry had in 1952 more than 2 million dis- 
abling injuries with an estimated direct economic loss of 206 million 

® Joseph S. Keiper, Forces that Spiral W^orkmen^ s Compensation Costs (New York: 
Commerce and Industry Association of New York, Inc,, 1953). 
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man-days of work — enough to provide full-time employment for 687,000 
persons for 1 year. Data since 1952 reflect the same trend (Fig. 49). 

Although accident prevention is obviously socially more desirable 
than compensation after injury, most workmen’s compensation adminis- 
trators either have no authority to enforce safety regulations or no funds 
to spend on safety, or no interest in the subject. In some states, industrial 
health and safety programs and law enforcement are assigned to one 
department, workmen’s compensation administration to another. **As a 
rule, the safety or factory inspection agency receives no routine reports 
of work injuries from employers. Hence, many state factory inspectors 
routinely cover their assigned territories without regard to — and often 
not knowing — ^whether or not they are spending their time in establish- 
ments where they could do the most good.”*^ 

Workmen’s compensation legislation has been less a stimulation to 
rehabilitation than to accident prevention. Only about one third of the 
state laws contain specific provisions for tiding permanently impaired 
workers over a period of vocational rehabilitation. A few states, for ex- 
ample Arizona, provide that the administrative tribunal may make any 
award necessary to rehabilitate the injured worker. A few other states 
make liberal provisions for the same purpose, although not unlimited 
ones. Usually, however, the awards for rehabilitation are meager and 
insufiicient to accomplish the task. 

In two thirds of the states, including such highly industrialized 
states as Illinois, Pennsylvania, Indiana, and California, the permanently 
disabled worker must look to a private or public agency for assistance 
in rehabilitation. In some states, disabled workers are referred to such 
agencies as a matter of routine. In many, however, it is up to the disabled 
worker — or a charitable agency to which he has gone for financial assist- 
ance — to make such a referral. Having "'compensated” the worker for a 
disabling injury, the state under these circumstances feels no obligation 
to return him to useful employment. 

TEMPORARY DISABILITY INSURANCE 

Temporary disability insurance is designed to compensate workers 
for time lost from work as a result of a nonoccupational illness or acci- 
dent. In contrast to permanent and total disability legislation as discussed 
in Chapter 19, temporary disability legislation limits payments to a fixed 
period, usually from 10 to 26 weeks. And whereas workmen’s compensa- 
tion pays compensation for occupational injuries and illnesses, temporary 

Max D. Kossoris, "Workmen’s Compensation in the United States, I — ^An Ap- 
praisal,” Monthly Labor Review, Vol. LXXVI (April, 1953), p. 366. 
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disability insurance is designed to provide compensation for injuries and 
illnesses contracted off from and not related to the job. 

Development of Disability Insurance 

In 1942, Rhode Island enacted the first disability insurance law. At 
that time Rhode Island imposed a tax of 1.5 per cent of payroll on em- 
ployees, in addition to taxes upon employers, for support of unemploy- 
ment compensation. This employee payroll tax was reduced to 0.5 per 
cent in 1942, but an additional 1 per cent employee payroll tax on the 
first $3,000 of wages was imposed to support the disability legislation. 

In 1946, Congress amended the Social Security Act to permit states 
which had levied taxes upon employees in support of unemployment com- 
pensation to use an amount equal to the total employee contributions to 
the unemployment trust fund for cash disability payments. On the basis 
of this legislation, which affected nine states, Rhode Island discontinued 
its 0.5 per cent tax on employees for unemployment compensation but 
continued its 1 per cent disability tax, and California and New Jersey 
enacted a disability insurance law wholly separate and distinct from un- 
employment compensation. 

Analysis of State Disability Legislation 

The four state disability insurance laws are compared in Table 43 
(pp. 648-49). These laws are of three distinct kinds. The oldest of the 
state laws, that of Rhode Island, provides for a single state fund which 
collects all contributions and pays all benefits. No private plans can be 
substituted for the Rhode Island state fund, nor is any cognizance taken 
of any benefits that may be provided under a private plan. Rhode Island 
is also unique in that under certain limited circumstances, employees may 
receive both disability and workmen's compensation benefits. Rhode Is- 
land pays the least maximum benefit, $30 per week. Like the other states, 
Rhode Island provides for a 7-day waiting period before benefits are paid, 
but whereas the other three states require a waiting period before each 
disability is compensated, Rhode Island requires only one waiting period 
each benefit year. 

The laws of Rhode Island, California, and New Jersey are adminis- 
tered by the state unemployment compensation agencies in these states. 
The three disability laws follow the unemployment compensation system 
in regard to eligibility requirements. Temporary disability is defined in 
general to mean physical or mental illness incapacitating a person so that 
he cannot perform his work. By administering the disability legislation 
with existing unemployment compensation agencies, the records of unem- 
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ployment insurance can be utilized, and administrative savings effected. 

In California and New Jersey, some of the administrative advan- 
tages of record and administrative centralization are lost by permitting 
companies to insure privately. In these two states, workers are automati- 
cally covered by the state plan unless the employer takes affirmative action 
to institute a private plan. Both California and New Jersey attempt to 
safeguard the state funds against adverse selection of risks, for example, 
by requiring that private plans do not discriminate against any class of 
risks, such as plants which hire a large portion of women, since women 
generally lose more time because of illness than men. The extent to which 
the state funds have been successful in forcing private companies to share 
the best risks is not clear as yet. On the other hand, it is clear that private 
companies obtain business generally by paying higher weekly benefits 
than those paid by the state funds, the maximum of which is $40 in Cali- 
fornia and $35 in New Jersey. 

The New York law differs radically from the other three in that 
it is wholly divorced from unemployment compensation and in that there 
is no limitation upon rights to establish private plans. New York’s law 
also features the least maximum benefit duration, 20 weeks. New York’s 
law is administered by the state Workmen’s Compensation Commission, 
and the administration of the law is modeled upon the state workmen’s 
compensation administration. It is interesting to note that the Commerce 
and Industry Association of New York, Inc., a principal advocate of 
placing disability insurance under the administration of the state Work- 
men’s Compensation Commission, has sponsored a study that is very criti- 
cal of the administration of workmen’s compensation in New York.® 

The failure of temporary disability legislation to spread beyond the 
four state and railroad jurisdictions is not a result of a political deadlock 
on the merits of providing protection against nonoccupational disabili- 
ties. Rather it is a result of a conflict over methods, particularly the fol- 
lowing: (1) the degree of federal versus state participation; (2) private 
insurance versus public financing; and (3) administrative tie-up with un- 
employment compensation versus administrative tie-up with workmen’s 
compensation. Until these issues are resolved or compromised, temporary 
disability legislation is not likely to spread. In the state of Washington, 
for example, a legislative-passed law was nullified in a state referendum 
because opponents of any law were joined by opponents of the type of 
law. Since this occurred in 1950, no new law has been enacted by any 
state. 

In the meantime private plans are attempting to fill the void. Union 

SKeiper, op. cit. 
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to a referendum and defeated. 

Source . U S Bureau of Employment Security 



650 • ECONOMICS OF LABOR RELATIONS 

welfare plans often include temporary disability provisions. Neverthe- 
less, coverage of this type of protection is proceeding slowly, and since 
1953 has not expanded as fast as the labor force. As of mid-1957, ap- 
proximately 27 million wage and salaried workers had some sort of 
temporary disability insurance, and 20 per cent of these worked in the 
states having such legislation.® 

HEALTH INSURANCE 

Workmen’s compensation and disability insurance, except insofar 
as the former pays medical costs, are insurances directed primarily against 
loss of income.^® Health insurance goes further. It attempts to provide 
prepaid medical care to the population, regardless of the effect of illness 
upon income and regardless of whether the person in need of medical 
care is the family breadwinner. The most comprehensive health insurance 
programs are operating in Great Britain and New Zealand. Neither the 
federal government nor any of the states has adopted a health insurance 
program. 

Despite the absence of health insurance in the American scene, the 
need for prepaid medical care has long been recognized. A majority of 
American families cannot afford a serious illness. Medical outlays have 
been estimated at approximately 4 per cent of the national income. More- 
over, ''An unlucky sixth of our people, . . . pays in one year half the total 
sickness bills paid by everybody in that year. No one can tell in advance 
whether his family, during the next year, will be in the lucky half, the 
moderately lucky third, or the unlucky sixth.”^^ 

Sickness is also likely to fall heavily upon the lowest-income groups 
because they are most exposed to illness by reason of poor housing, poor 
dietary habits, and ignorance of proper preventive measures. Even a fam- 
ily with a substantial income is dealt a staggering financial blow by an 
illness which requires extensive surgical or specialist treatment, hospitali- 
zation, and nursing or convalescent care. Such an illness can wipe out the 
life savings of the $ 10,000-income family or throw it deep into debt. No 
wonder that sickness is a primary cause for applications for charity among 
lower-income groups. 

Another result of the high costs of medical care is that thousands of 
persons do without needed medical assistance, harming not only them- 
selves but society as well; for persons in need of medical care are often 

^ Data from U.S. Bureau of Employment Security. 

Two assistance programs, disability assistance in Wisconsin and aid to the blind 
under a federal grant-in-aid program, are also in existence. 

11 Michael Davis, Health Security and the American Public (1936), p. 3. 
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either disease carriers or less efficient employees. They are likely to be- 
come unemployable and a burden to society. 

Issues in Health Insurance 

As a result of the growing interest in protection against the costs 
of illness, a number of bills have been introduced in Congress during the 
last 10 years for the purpose of establishing a comprehensive health pro- 
gram similar in scope to the Old Age, Survivors and Disability Insurance 
system. None of these bills passed, largely as a result of the opposition 
of the American Medical Association and of various other groups. Nor 
is it likely that any such legislation will be enacted in the near future. 
Consequently, it would appear 'more worth while to review some of the 
issues involved in health insurance rather than to discuss any proposed 
legislation. 

Cosis md Financing. Proposals for health insurance generally pro- 
vide for financing by means of payroll tax on both employer and em- 
ployee. The estimated costs, of course, determine the amount of the tax. 
The so-called Truman health bill, introduced during the Truman admin- 
istration by supporters of the former President, proposed a 3 per cent 
payroll tax, evenly divided between employers and employees, and a 2.25 
per cent income tax on self-employed persons. This tax was based upon 
an assumed cost of approximately $6.5 billion at 1948 prices. An estimate 
of economists critical of a health insurance program came to approxi- 
mately twice this amount.^^ 

The disparity of cost estimates are based primarily upon the assump- 
tions regarding the use of medical facilities. It would certainly appear 
that a figure of $6.5 billion is far too low since it assumes that medical 
and hospital facilities will be utilized under health insurance at about 
present demands. If the experience in Great Britain shows anything, it 
is that after the inception of a health insurance program, the demand for 
medical services increases tremendously. Indeed, this is what should be 
expected because one of the purposes of health insurance is to insure that 
health services are available to those who need it regardless of income. 
Persons who for income reasons would not seek medical aid under the 
present system would presumably be under no such restraint under a 
health insurance program. Those who favor a compulsory health insur- 
ance program modeled upon OASDI would do well to estimate nearer 
the maximum, since an underestimation of costs can only serve to con- 
fuse and disillusion the supporters of health insurance. 

12 Rita R. Campbell and W. G. Campbell, '’Compulsory Health Insurance: The Eco-» 
nomic Issues,” Quarterly Journal of Economics, Vol. LXVI (February, 1952), p. 16. 
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Adequacy of Facilities, Because health insurance increases the de- 
mand for medical and hospital facilities and services, the question has 
been raised whether the United States is prepared to embark on a com- 
prehensive health insurance program. In view of the experience of Great 
Britain, it would seem that a preparatory program of training medical 
personnel and of building hospital and other facilities would be prefer- 
able to starting a health insurance program without such preparation. 
Certain parts of the country, particularly rural areas and the South in 
general, are short both of medical facilities and personnel. If health in- 
surance increases the demand for medical services considerably, other 
areas will likewise find that their supply of facilities and personnel is 
insufficient. The consequence is likely to be a deterioration of service. 
Consequently, it would appear much the sounder approach to build up 
facilities and personnel and then gradually insure the population instead 
of attempting to begin a comprehensive program in one step. 

Coverage and Eligibility. Coverage of the Truman proposal was 
similar to that of the OASDI. Eligibility was based upon a certain amount 
of earnings over a given period, presumably also closely modeled on the 
OASDI program. 

A health insurance program, which is truly social insurance, and 
which therefore is paid for by those whom it benefits and their employers, 
will, of course, not cover every one, and the poorest and least likely to be 
employable are the most likely to be excluded. Charity, or a form of pub- 
lic assistance, is the only way to care for the most unfortunate who cannot 
pay their own way. This, however, is no more an argument against health 
insurance for the socially insurable than it is against old age and survivors 
insurance. By the same token, one might oppose any form of private 
insurance! 

Can Health Insurance Be Afforded? The question of whether the 
United States can afford health insurance is basically one of alternative 
economic choices. It has been claimed, for example, that a public housing 
program would be a more effective attack on health problems because it 
would get at some of the causes of such diseases as tuberculosis which are 
closely correlated with inadequate housing. A housing program which 
would root out all slums might well be far more expensive and would 
not get at all diseases and sicknesses. Moreover, those who oppose health 
insurance, by and large, also oppose public housing, and private housing 
companies have never been able to build profitably for the low-income 
groups who live in the badly substandard dwellings. 

Actually the real question is whether the people of the United States 
wish to commit a sizable proportion of their income — ^perhaps as much as 
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6 per cent of the first $5,000 earned from workers and a similar amount 
from employers — toward security against illness. If that decision can be 
made, then careful study of already known facts can determine the best 
way to attack the problem. In the meantime, it is pertinent to note that 
tremendous sums are already being spent for welfare benefits, public and 
private, and that health insurance would be largely a net addition thereto. 

Effect on Voluntary Programs. In the next section of this chapter 
we shall discuss the multitude of important voluntary sickness insurance 
programs which have been developed in this country. What effect would 
a national health insurance program have on these existing ones ? Most 
proposals provide for various methods of integrating existing programs. 
In addition, a number of bills have been introduced in Congress to give 
federal grants-in-aid to voluntary programs, and President Eisenhower 
would reinsure voluntary programs in order to broaden their coverage 
and their services. It may be that eventually American health insurance 
will take the form of a combination of private and government insurance. 
This would be similar to the disability insurance programs of New Jersey 
and California. In any case, if health insurance is to operate successfully 
in the United States, it must consider the experience of voluntary plans 
and be fully integrated with existing plans for workmen’s compensation 
and disability insurance. It is only one step further to integrate also with 
voluntary health plans which meet carefully spelled-out standards. But 
the costly mistakes of workmen’s compensation must be avoided, or we 
shall have another program that fails to fulfill its purpose. 

HEALTH AND WELFARE PLANS 

While the opposition to a comprehensive federal health insurance 
program has stymied insurance protection against illness on a national 
level, privately organized protection against sickness and death has gained 
by leaps and bounds. These programs began soon after the turn of the 
century, when large insurance companies began to write life insurance 
on a group basis. Before World War II, group life policies had already 
gained widespread acceptance by employers without being pushed by 
union demands. By 1957, more than $117 billion worth of group life in- 
surance covering approximately 33 million employees and 2 million de- 
pendents was in effect.^^ 

A second type of group insurance, accidental death or dismember- 
ment, is not as popular as group life. It is payable for loss of life, eyesight, 
hands, or feet through an accident. By 1957, more than 17 million per- 
is Data from Life Insurance Association of America. 
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sons were covered by this type of group insurance, worth in principal sum 
almost $52 billion. 

A third type of insurance, group temporary disability, has already 
been discussed in connection with the four state laws. 

Even more widespread than the types of insurance already men- 
tioned, however, is the prepaid method of meeting the costs of medical 
care. Hospitalization insurance has become so popular in the two decades 
since it was introduced that by the end of 1957, seven out of ten Ameri- 
cans — over 123 million people — ^will have such protection. Other types of 
medical-care insurance have also become increasingly important, though 
not so prevalent as hospitalization benefits. At the end of 1957, it is esti- 
mated that surgical expense contracts will cover 109 million persons and 
regular medical expense contracts 74 million. The latter two got started 
later than hospital expense insurance. Their growth since the end of 
World War II, however, has been at a faster rate, as can be seen from 
Figure 50, a fact that has been interpreted to mean that they are in the 
process of catching up. 

Information on the type of insuring organization for illness expense 
protection is contained in Table 44. It shows that commercial insurance 
companies account for the major part of hospital and surgical expense 
coverage, while nonprofit Blue Shield plans are in the lead for regular 
medical expense coverage. Table 44 also makes clear that the coverage 
figures include not only the employed or primarily insured person but 
also his dependents — usually the wife and minor children. Breakdowns 
of the totals in the table show that well over half of the protection fur- 
nished applies to dependents. 

The newest and broadest form of protection — ^major medical ex- 
pense insurance — is not shown in either the figure or table. It is designed 
to help absorb the cost of serious or catastrophe illness. Usually major 
medical plans provided for a deductible amount which is equivalent to 
the benefits paid under a basic hospitalization-surgical-medical insurance 
plan, plus often a “corridor" of from $100 to $300. After bills up to that 
amount have been incurred, the major medical plan takes over and pays 
for 75 per cent of all medical bills connected with that illness or injury 
up to a maximum of $5,000, and sometimes $10,000. The co-insurance 
feature, that is, the requirement that 25 per cent of the major expenses 
be met by the individual, tends to reduce both improper claims and ex- 
orbitant medical charges. 

The popularity of major medical plans is attested to by their growth. 

Estimates by the Health Insurance Institute quoted in the Journal of Commerce, 
September 26, 1957. 
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FIGURE 50 

Insurance against Medical-Ca.re Costs Covers Ever More Persons 



Chart, courtesy National Industrial Conference Board, Inc. 
Sources Health Insurance Council, Census Bureau. 


By the end of 1957, major medical insurance covered 13 million persons, 
as compared with 8.9 million at the end of 1956, 5.2 million in 1955, 
and 2.2 million in 1954. This represents an increase in coverage of 500 
per cent in only 3 years. 

A trend is already underway toward merging basic health insurance 
plans with major medical. Such so-called "comprehensives” provide pay- 
ments for illnesses and hospitalization on a deductible and co-insurance 
basis without alloting specific amounts for each type of coverage. For ex- 
ample, hospital expenses would be paid in full after a deductiUe of |50, 
and all other expenses paid in full with similar deductibles up to a speci- 
fied amount, at which time the remainder of the medical expense bills 
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TABLE 44 


Distribution of Hospital, Surgical, and Regular Medical Expense 
Protection by Type of Insuring Organization, December 31, 1956 
(000 Omitted) 



Number of People Protected 

Type of Insuring Organization 

Hospital 

Expense 

Surgical 

Expense 

Regular 

Medical 

Expense 

Insurance companies: 


45,906 


Group insurance ... 

45,211 

25,177 

Individual-policy insurance . . 

27,629 

23,074 

6,789 

Unadjusted Total . . 

72,840 

68,980 

31,966 

Deduction for duplication in persons 
with insurance-company protection 

6,581 

5,984 

2,210 

Net Total for Insurance 




Companies .... ... 

66,259 

62,996 

29,756 

Blue Cross, Blue Shield, and Medical So- 
ciety plans 

53,162 

42,570 

33,907 

Independent plans: 




Industrial plans 

3,051 

3,016 

2,731 

Community plans 

631 

1,011 

1,014 

Consumer-sponsored plans 

93 

99 

95 

Private group clinics 

479 

483 

536 

College health plans 

400 

300 

900 

Total for Independent Plans .... 

4,654 

4,909 

5,276 

Deduction for Duplication: 

Persons protected by more than one 
type of insuring organization. . . . 

8,126 

9,150 

4,048 

Net Total, Persons Protected 

115,949 

101,325 

64,891 

Primary coverage 

49,253 

41,937 

27,660 

Dependents’ coverage 

66,696 

59,388 

37,231 


Source The Health Insurance Council, 11th Annual Survey, "Keeping Pace with Public 
Needs," preliminary report, 1957. 


would be paid up to $5,000 on a co-insurance basis with the individual 
who is ill being responsible for 25 per cent of the cost. 

President Eisenhower sponsored a bill in Congress to permit Blue 
Cross-Blue Shield plans to re-insure against heavy losses in the hope that 
they would then in turn make major medical or comprehensive plans 
available to the public. Although this bill was defeated, such plans have 
been spreading rapidly, as noted. 

The most complete prepaid health programs are New York City’s 
Health Insurance Plan (HIP) and the Kaiser Permanente plan which 
Henry Kaiser, the industrialist, inaugurated on the West Coat. HIP has 
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over 2,000 doctors participating on a part- or full-time basis; and in Jan- 
uary, 1957 , it had approximately one million subscribers in metropolitan 
New York. Originally organized for New York City’s employees, it now 
takes in other groups, including union subscribers. HIP offers a very com- 
plete medical and surgical program to its subscribers who are divided 
into thirty groups in the metropolitan area. Each subscriber may join any 
group in his county, and he may change groups if he so desires. When ill, 
a subscriber is attended by one of the physicians caring for the group. Al- 
though subscribers appear most content with this arrangement (if growth 
of the organization is the criterion) , local medical societies have opposed 
HIP on the grounds that the patient does not have '‘free choice” of a 
doctor, a statement which appears to ignore the fact that no one joins 
HIP against his will, or is prevented, even if a member, from using other 
facilities. 

Unions and Welfare Funds 

Unions have been active in the welfare and benefit field since the 
latter part of the nineteenth century. At that time several of the railroad 
unions were organized as fraternal and beneficial societies. The life insur- 
ance programs of these organizations are still operating. 

In 1893 the Journeymen Barbers’ Union developed the first union 
sick-benefit plan adopted by an affiliate of the American Federation of 
Labor. By 1903, twenty-eight AFL unions had followed suit. Death-bene- 
fit programs were much more numerous, and unemployment-benefit plans 
were also sponsored by a few unions. All these programs were union 
financed and union administered. They did not develop in collective bar- 
gaining nor did they directly concern labor-management relations.^^ 

The unions affiliated with the American Federation of Labor 
thought of their social welfare programs as adequate substitutes for gov- 
ernmental social insurance. Indeed, one of the basic reasons why social 
security was adopted at a later date in the United States than in other 
democratic countries was that organized labor in America joined forces 
with employers in opposing it. 

During the 1920’s, many employers in the United States also 
adopted extensive welfare and pension programs, thus giving group in- 
surance and pension plans their first big spurt. This was part of the so- 
called "American plan” whereby employer groups hoped that the need 

IS The literature on union welfare programs during this period is quite extensive. See, 
e.g., J.B. Kennedy, Beneficiary Featufes of American Trade Unions (Baltimore: Johns Hop* 
kins Press, 1908), United States Bureau of Labor Statistics, Bulletin No. 465, Beneficial 
Activities of American Trade Unions (1928); and M. W. Latimer, Trade Union Pension 
Systems (New York: Industrial Relations Counselors, 1932). 
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for unions could be avoided by establishing management-directed wel- 
fare and fair employment standards. Realizing that the AFL program of 
union-sponsored welfare plans was inadequate, Gompers tacitly approved 
employer welfare programs but sought to bolster the AFL’s position by 
the establishment of the Union Labor Life Insurance Company, a mutual 
concern run by AFL officials which sold group benefits to unions (as well 
as to other groups) . The great depression of the 1930’s, however, proved 
the inadequacy of most trade-union and many employer social-welfare 
programs and forced the Federation to abandon its long opposition to 
government social security and minimum wage legislation. 

The new unions formed during the 1930’s made few, if any, at- 
tempts to develop welfare programs of their own prior to "World War 11. 
Moreover, the tendency of the older unions was often to curtail the oper- 
ation of their benefit plans in view of their proved actuarial inadequacy. 
The two exceptions were the continued promotion of group accident and 
sickness and group life insurance by the Amalgamated Association of 
Street, Electric Railway and Motor Coach Employees, the first union to 
secure the incorporation of an employer-financed sick-benefit plan in a 
collective agreement; and the changeover of an unemployment insur- 
ance fund, first inaugurated in 1923 through collective bargaining, to 
a social-benefit fund by the Chicago Joint Board of the Amalgamated 
Clothing Workers. 

The World War II wage stabilization program brought about a 
radical change in union welfare concepts. Whereas in 1942, the U.S. 
Bureau of Labor Statistics could report that "there are relatively few 
formal sickness-insurance plans in effect at the present time and reference 
to them occurs very rarely in union agreements,” that agency found that 
"more than 3 million workers . . . were covered by some type of health, 
welfare, and/or retirement benefit plan under collective bargaining agree- 
ments by mid-1948.”^® Unions concentrated their efforts during World 
War II where the law permitted. The National War Labor Board de- 
clined as a rule to order the institution of a welfare plan, but it would 
approve such plans if voluntarily arrived at. With employers anxious to 
hold their manpower, and with the costs to the employer of a welfare 
program deductible as an expense against taxes, agreements for welfare 
programs were relatively easily secured during the war. 

Nor did the war end the union push for benefits. In 1946, John L. 
Lewis won his health and welfare fund for the miners; during the next 
2 years benefit plans were adopted through collective bargaining in the 

E. K. Rowe and A. Weiss, "Benefit Plans under Collective Bargaining," Monthly 
Labor Review, VoL LXVII (1948), p. 229. 
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steel, automobile, rubber, and other industries. Meanwhile, benefits simi- 
lar to those won by unions have been rapidly adopted throughout indus- 
try for office, professional, and various nonunion groups. 

The typical bargained welfare package of 1957-58 included group 
insurance up to 85 per cent of the employee’s salary with a $2,000- 
$3,500 minimum; disability and sickness benefits of $35 for 13-26 weeks 
with a 1 week waiting period for sickness but no waiting period for in- 
juries; hospital room and board (semiprivate accommodations) up to 
120 days, plus certain "'extras,” for example, laboratory X-ray ex- 
aminations, drugs and medicines, and use of operating rooms, either 
under a Blue Cross contract or an insurance company program; surgical 
expenses, to a $200-300 maximum for injuries and illnesses not com- 
pensable pursuant to workmen’s compensation legislation; and at least 
partial coverage of medical charges for hospitalized injury or illness not 
covered either by the surgical or hospital benefits or by workmen’s com- 
pensation legislation. Dependent coverage on hospitalization, surgical, 
and in-hospital medical had become increasingly common, and it gener- 
ally covered maternity cases. 

A few plans go far beyond the typical. Those of the International 
Ladies Garment Workers’ Union include elaborate diagnostic clinics 
which specialize in preventive medicine; and the United Mine Workers’ 
program includes considerable medical research, the construction of a 
number of hospitals, and a vast rehabilitation program. 

When health and welfare plans were first introduced, the trend 
was for joint employee-employer contributions. Since then, union pres- 
sure has pushed more and more plans into a solely employer-financed 
system. A National Industrial Conference Board Study summarized in 
Figure 51 shows how the same 187 companies responded to this union 
pressure — about 40 per cent paid the whole cost in 1956 as compared 
with 21 per cent in 1949. 

Analysis of Health and Welfare Plans 

Are health and welfare and the various group insurance programs 
adequate protection against loss of income and/or savings because of 
injuries and illness ? What are some of the social and economic effects of 
the increasingly important role of unions in providing for the medical, 
hospital, and related disability care of union members ? 

First, it should be emphasized that health, welfare, and insurance 
programs provide a very important and practical service. This fact need 
not be labored to anyone who has received disability payments from an 
insurance company or who has seen his hospital and doctor bills mate- 
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FIGURE 51 


More and More the Employer Pays the Full Cost 
A Study of 187 Health and Welfare Plans, 1949 and 1956 
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Source. National Industrial Conference Board, Inc. 


rially reduced by Blue Cross and Blue Shield memberships. To millions 
of Americans, the economic ravages of illness and injury have been ma- 
terially reduced by coverage of health, welfare, and insurance plans. 

On the other hand, the typical health, welfare, and insurance plan 
fails in several respects to provide security against major disasters result- 
ing from sickness and injury. For example, Associated Hospital Service, 
New York City’s Blue Cross Plan, does not provide benefits for mental 
or nervous disorders, communicable diseases requiring isolation or quar- 
antine, or pulmonary tuberculosis — all of which can involve most serious 
and most costly confinements. 
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In cases of chronic illnesses or injuries, health, welfare, and insur- 
ance plans are a great help in meeting initial expenses; but once the period 
of coverage ends, the patient is financially on his own. The typical health, 
welfare, and insurance plan is devised to care for the routine accident or 
illness: a broken leg, or an appendectomy, or in a happier vein, a mater- 
nity confinement. Costs over and above that covered by welfare plans in 
such cases do not usually represent a serious financial strain on the em- 
ployed worker. 

If, however, one is injured in an automobile accident so seriously as 
to require day-night nursing assistance for many weeks, or one contracts 
tuberculosis, or if one’s child requires long, costly hospital confinement 
for a bone disease, the costs for treatment may exceed $5,000, but the 
most liberal basic welfare plan will not usually cover more than $700, 
or less than 15 per cent of the bill. This is why the catastrophe or major 
medical plans are spreading so rapidly. Without doubt, the rise of major 
medical insurance fills one of the big gaps in private protection against 
illness or injury. 

Even with major medical insurance added to the typical health, 
welfare, and insurance plan, there remain major objections to primary 
reliance on such plans for economic security against sickness and accident. 
One such objection is the fact that coverage of such plans is still incom- 
plete. Almost one half of the population remains without protection. 
Moreover, those who are not covered include those least able financially 
to withstand the costs of hospital and medical care — the unorganized, 
the unemployed, the casually employed, and other marginal and low-in- 
come population groups. The middle-income classes and the unionized 
workers are undoubtedly the most completely covered by health, welfare, 
and insurance plans. 

Closely allied to this point is the fact that most welfare plans are 
contingent upon employment at a particular company or membership in 
a particular union. This fact is not as serious with respect to welfare plans 
as it is with respect to pension plans. Despite some variation in benefits, 
one welfare plan is not likely to differ too greatly from another in the 
same area or industry. Except for fulfilling the requirements of a waiting 
period, which is usually less than a year, no loss of accrued welfare bene- 
fits is likely to result from changing employment. A health and welfare 
plan provides a current benefit, not like a pension plan which provides 
benefits which will be received in the future. 

It is not likely, therefore, that health and welfare plans affect labor 
turnover to the same extent as do pension plans. Nevertheless, loss of 
employment or union membership, which means loss of financial protec- 
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tion in case of death, sickness, or accident, can be a severe penalty. Even 
though the employee obtains other employment, the new job may not 
provide the benefits of the old. The existence of a health, welfare, and 
insurance plan is, therefore, an additional reason why people stay in jobs 
or remain union members. 

Employers have been conscious of this influence of welfare plans 
since they were introduced in the 1920’s as part of a program aimed at 
reducing turnover. Now unions are looking at welfare plans in the same 
light. This accounts for a good deal of union insistence that employers 
use a plan which the unions have developed and which the unions control. 

Many unions are today expecting the welfare plans which they con- 
trol to assure the loyalty of their members in case that loyalty is either 
challenged by a rival organization or threatened by prolonged unemploy- 
ment. Officials of these unions reason that the desire to maintain the 
protection of the welfare plan will be a decisive factor on such occasions. 
In support of this contention, it can be noted that for many years the rail- 
road brotherhoods have found that their insurance program was an effec- 
tive means of maintaining the loyalty of their members. 

The desire to hold their members is as natural for union leaders as 
is the desire of employers to hold their employees. Unfortunately, wel- 
fare plans have also been used as instruments of coercion and racketeer- 
ing. When loss of union membership means loss of union-controlled 
benefits, the average worker is likely to give additional pause before join- 
ing an attempt to unseat a dictatorial or otherwise unsatisfactory union 
leadership. 

As for racketeering, we have already noted earlier in the book that 
the revelations of the various Congressional and state investigations, par- 
ticularly the McClellan Committee of 1957-58, have revealed abuses of 
such magnitude that there can be no doubt of the need for drastic regula- 
tion and reform. To the extent that the assets of welfare funds have been 
siphoned off to private gain, they are not serving their purpose. There 
seems to be no reason why this should be tolerated, and it is likely that 
increasing and more drastic regulation will end these abuses before too 
many years have passed. 

Welfare Funds and Governmenfal Health and Compensation 
Insurance 

We may conclude that health, welfare, and insurance programs con- 
tribute substantially to the search for security against the economic losses 
of illness and injury, but that such programs fall substantially short of 
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providing adequate security in many situations. What then is likely to be 
their effect on governmental programs in this field ? 

Although the great majority of union leaders support a national 
health insurance program, their ardor has been materially lessened by the 
development of union programs. The reader will recall that the lack of 
strong labor support was an important factor in the late adoption of a 
federal old-age insurance program. With the medical profession and 
the Eisenhower administration so strongly opposed to any governmental 
health insurance, and with labor unions already taking care of their mem- 
bers, it seems clear that union health and welfare programs will retard 
the development of any comprehensive health insurance program. This 
is also likely to mean a continued legislative stalemate in the field of tem- 
porary disability insurance and little interest in relating workmen’s com- 
pensation to the other programs for caring for the sick and injured. 

QUESTIONS FOR DISCUSSION 

1 Discuss some of the shortcomings of workmen’s compensation laws. What is 
the difference between workmen’s compensation and disability insurance.^ 

2. Do you think the federal government should adopt a federal health program.^ 
Support your answer. 

3. What role can union health and welfare plans play in a national health pro- 
gram? 
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UNION TACTICS AND 
THE COURTS 


Public policy is determined in two general ways: by com- 
mon law and by statutory law. Common law is based upon the customs 
of the land as reflected in the accumulated decisions of the judiciary. 
Statutory law results from enactments of the Congress and state legis- 
latures. Statutes usually represent departures from the common law or 
changes in customs which the elected representatives of the people deem 
desirable. The history of public policy toward labor relations in the 
United States has been marked in large measure by statutory enactments 
aimed first at overturning judicial interpretations of the common law and 
later at revising judicial interpretations of legislative enactments. Prior 
to 1940, the apparent desire of the Congress was to liberalize these judi- 
cial interpretations; since 1940, much Congressional action in the labor 
field has been designed to overturn judicial interpretations which the 
legislators have regarded as too favorable to labor. ^ 

LABOR AND THE COURTS IN EARLY AMERICA 

The Conspiracy Cases 

Common law dates back to medieval England when employer-em- 
ployee relationships were truly that of master and servant. In that era, 
the serf was bound to the land, and the rules of guilds governed the 
artisans. When a shortage of labor occurred, as for example, after the 
Black Death plague in the fourteenth century, laws were passed so that 
one employer who enticed another's workers away by offers of higher 
wages would be heavily punished. The legal enforcement machinery was 
in the hands of the employing class, and both law and the judiciary were 
decidedly unfriendly to any efforts of workers to raise their standards 
above what was deemed to be their 'correct station in life." 

1 For a more complete discussion of some of these issues, see C. O. Gregory, Labor and 
the Law (New York: W, W. Norton & Co., Inc., 1946); and H. A. MilHs and R. E. Mont- 
gomery, Organized Labor (New York: McGraw-Hill Book Co., Inc., 1945), pp. 486-685. 
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The rise o£ modern factory production found the law still concerned 
with preserving an archaic "master-servant” relationship, while workers 
were turning to organization to correct the ills suffered under emerg- 
ing capitalism. Following their notions of ethics and economics, English 
courts (and later Parliament) outlawed labor combinations which ex- 
erted pressure to increase wages or to secure the closed shop as a means 
toward that end. British courts and statesmen considered such combina- 
tions among workmen to be inimicable to the public interest because they 
interfered with the free working of market forces. In the famous Phila- 
delphia Cordwainers case of 1806,^ and in numerous others during the 
next 30 years, American state courts adopted this same viewpoint and 
held that concerted action by combinations of workmen to better their 
wages and working conditions represented an illegal conspiracy against 
the public and employers. On the other hand, the Supreme Court of 
Pennsylvania found that a combination of employers to lower wages 
would also be unlawful, but a combination of employers to resist the at- 
tempts of workers combining to raise wages would be lawful.® 

Rulings of this and similar nature caused considerable unrest among 
working groups in early America. Judges were sometimes hung in effigy 
on street corners by mobs of workmen who showed their resentment at 
being classed as criminals because of union activity. Nevertheless, until 
1842, the courts continued to move in the direction of completely outlaw- 
ing all union activity. Then, in the case of Commonwealth v. Hunt,^ the 
Supreme Court of Massachusetts decided that a strike in support of a 
closed shop was not, per se, illegal, and that unless it could also be shown 
that the workers’ objectives were bad, the conspiracy doctrine did not ap- 
ply. Although the conspiracy doctrine continued to be utilized occasion- 
ally for some years to break up strikes, the decision in Commonwealth v. 
Hunt dealt it a blow from which it never recovered. 

The “Mof/ve” Test 

After the decision in Commonwealth v. Hunt, the courts tended to 
judge the legality of union activity on the basis of "motive” and "intent.” 
Because the motives or intentions of working men engaging in union 
activity are mixed and difficult to ascertain, determinations of the legality 
of union activity in terms of its possible objectives are subject to as many 
interpretations as there are judges. One judge, for example, might find 

^ Cited in J R. Commons et al., Documentary History of American Industrial Society 
(Cleveland A H. Clark Co., 1910-11), Vol. Ill, pp. 59-236. 

3 Commo72wealth ex rel Chew v. Carlisle, Brightly, 36 Pa. N.P. (1821). 

^ Commonwealth v. Hunt, 4 Metcalf 111 (1842). 
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that all strikes are malicious because the object is to bring economic pres- 
sure upon the employer in violation of his property rights; on the other 
hand, an equally learned judge might decide that the purpose of the 
strike was merely to improve the economic standards of the working 
people and that any harm which might accrue to the employer was inci- 
dental and unintentional. The difficulties and impasses which resulted 
from the attempts to probe into motive and intent led many courts to 
abandon the attempt to determine cases on that basis and, instead, to 
place their emphasis on the means used. 

The “Means” Test 

Even the means test, however, did not take the uncertainty out of 
judicial determination of the legality of concerted union activity. While 
the difference between lawful means and unlawful means may seem clear 
in principle — combination and persuasion are lawful, while violence, 
coercion, force, and intimidation are unlawful — the difficulty comes in 
applying these principles to actual practice. Who is to say where per- 
suasion ends and intimidation begins ? Is the employee who is faced by 
a picket line persuaded or coerced into not going to work? Faced by the 
difficult task of making such decisions, courts have frequently — consci- 
ously or unconsciously — looked to the objective of union activity in order 
to decide whether the means were lawful. Justice Holmes is said to have 
observed: "The lawfulness of threats depends on what you threaten.” In 
the same way, courts have sometimes been influenced by the purpose of 
union action in determining whether to declare the means adopted un- 
lawful. 

Restraint of Trade 

A further theory utilized by courts in labor cases in these early years 
was the doctrine of restraint of trade. This doctrine assumed much greater 
importance in judicial decisions with the subsequent enactment of the 
Sherman Antitrust Act, which will be discussed below. The doctrine of 
restraint of trade, however, also existed in common law. In general, the 
common-law doctrine was based on the premise that everyone should 
have equal access to the market and that when two or more persons com- 
bined to block access to the market and thereby inflicted injury upon the 
public, a conspiracy in restraint of trade existed. All restraints, whether 
inspired by labor or industry, were not considered illegal per se. The 
legality of such restraints was held to depend upon their "reasonable- 
ness,” which was determined by the courts by weighing the extent of 
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coercion exercised, if any, and the effect of the restraint on the volume 
of business and access to the market. 

THE INJUNCTION, ANTITRUST LAWS, AND THE RIGHT 
TO ORGANIZE 

The Injunction 

The injunction is a legal technique developed in equity courts to 
provide relief against continuing injury where recovery in the form of 
monetary damages does not suffice. Upon a showing that "irreparable 
damage” might occur to the party requesting the relief unless certain acts 
of the defendant are stopped, the judge may issue an order forbidding 
the defendant from doing such acts. If the defendant disobeys the court 
order, he may be fined or imprisoned for contempt of court. 

The application of injunctions to labor disputes developed rapidly 
after the Debs case of 1895.® In that case, Eugene Debs, leader of the 
Pullman strike,® was enjoined by an order obtained by the United States 
government from continuing a boycott of Pullman cars which, the gov- 
ernment alleged, interfered with interstate commerce and the transporta- 
tion of mail. Although injunctions had been used in labor disputes prior 
to this time, this case focused nation-wide attention on the injunction 
technique as a weapon against union organizational activities. There- 
after, the use of the injunction became relatively widespread. 

The effectiveness of the injunction was based upon the speed with 
which it could be secured and the manner in which it could be applied. 
An employer could go into court and secure what is known as an ex parte 
injunction by alleging that grave and irreparable damage would occur to 
his business or property if the injunction were not granted. Such an ex 
parte injunction could be obtained by the employer or his attorney appear- 
ing before a single judge without notice to the union and giving the 
judge only his side of the story. If the judge granted the request for an 
injunction — as he usually did — ^he would issue an order of the court for- 
bidding the union officers and members from doing a long list of pro- 
hibited acts. Such an order would completely tie up union organizational 
activities, and at the same time leave the employer free to discharge xmion 
members and otherwise act to destroy union organization in his plant 
before the union could be heard in court. By the time the case was brought 
to a hearing to determine whether the injunction should be dissolved or 

^ In re Debs, 158 U.S. 654 (1895). 

® This strike involved the abortive attempt to establish industrial unionism on the 
railroads. 
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made permanent, the employer could often whip the union. Moreover, if 
union officials violated any part of the injunction, they could be held in 
contempt of court and fined or jailed by the court, without trial by jury. 
This was true whether or not the injunction was made permanent. 

English courts granted such injunctions only if there was evidence 
of actual or threatened damage to physical property — buildings, machin- 
ery, and so forth. American courts, however, went much further and is- 
sued injunctions where there was evidence only of damage, threatened 
or actual, to the employer's business. Judges tended to fall into the habit 
of assuming that practically any form of union activity directed against 
the employer was enjoinable since it threatened ''irreparable damage” to 
valuable interests of the employer. As there was no statutory law to speak 
of stating what union activity was lawful, and what was unlawful, con- 
certed action by unions was taken under an ever-present threat of possible 
injunction. 

The language of the court order containing the injunction was fre- 
quently drawn by attorneys for employers and signed by the court. Some- 
times the injunction was directed against named individuals; sometimes 
against the world in general. 

Some idea of the manner in which an injunction could tie up union 
activities may be gained by studying the following paragraphs from the 
injunction granted against the unions in the 1922 nation-wide strike of 
the railway shopmen. The order forbade workers from 

inducing or attempting to induce by the use of threats, violent or abusive language, 
opprobrious epithets, physical violence or threats thereof, intimidations, display 
of numbers or force, jeers, entreaties, argument, persuasion, rewards, or otherwise, 
any person or persons to abandon the employment of said railway companies or 
any of them, or to refrain from entering such employment . . . 

... in any manner by letters, printed or other circulars, telegrams, telephones, 
word of mouth, oral persuasion, or suggestion, or through interviews to be pub- 
lished in newspapers or otherwise in any manner whatsoever, encourage, direct or 
command any person whether a member of any or either of said labor organiza- 
tions or associations defendants herein, or otherwise, to abandon the employment 
of said railway companies, or any of them, or to refrain from entering the service 
of said railway companies or either of them; 

[Directed against the officers of the unions] issuing any instructions, requests, 
public statements or suggestions in any way to any defendant herein or to any 
official or members of any said labor organizations constituting the said Federated 
Shop Crafts, or to any official or member of any system federation thereof with 
reference to their conduct or the acts they shall perform subsequent to the abandon- 
ment of the employment of said railway companies by the members of the said 
Federated Shop Crafts, or for the purpose of or to induce any such officials or 
members or any other persons whomsoever to do or say anything for the purpose 
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or intended or calculated to cause any employee of said railway companies, or any 
of them, to abandon the employment thereof, or to cause any persons to refrain 
from entering the employment thereof to perform duties in aid of the movement 
and transportation of passengers and property in interstate commerce and the car- 
riage of the mails; 

. . . using, causing, or consenting to the use of any of the funds or monies of said 
labor organizations in aid of or to promote or encourage the doing of any of the 
matters or things hereinbefore complained of J 

The sweeping scope of this injunction is further indicated by the 
fact that a barber who put a sign in his shop stating that ''scabs’' would 
not be served was held in contempt of court ! 

The Antitrust Laws 

In 1890, Congress passed the Sherman Antitrust Act in an attempt to 
stem large-scale business concentration. Historians disagree as to whether 
the framers of this law intended it to apply to union activities as well as 
to business restraints. Whatever the intention of the framers, however, 
the Supreme Court in 1908, in the famous Danbury Hatters case,® ruled 
that a nation-wide union boycott against a manufacturing firm was "a 
combination 'in restraint of trade or commerce among the several states,' 
in the sense in which those words are used in the [Sherman] Act." The 
Supreme Court, moreover, found that the union and its members were 
liable for the triple damages provided as penalties in the Sherman Act. 

The decision of the Supreme Court in the Danbury Hatters and 
subsequent similar cases intensified the drive of the American Federation 
of Labor for a law which would remove union activities from the pur- 
view of the Sherman Act and which would also limit the right of the 
judiciary to grant injunctions in labor cases. The AFL thought that it 
had won both these objectives when Congress enacted the Clayton Act 
in 1914. Section 6 of the Clayton Act stated that "the labor of a human 
being is not a commodity or article of commerce" and that union organi- 
zations are not to be construed to be illegal combinations or conspiracies 
in restraint of trade under the antitrust laws. Section 20 of the Clayton 
Act further provided that union activities were not enjoinable if they were 
carried on by peaceful means for a lawful purpose and in conjunction 
with a controversy between an employer and employee. 

Unfortunately for labor, the Clayton Act was poorly drawn and 
therefore subject to conflicting interpretations. In what appears to be a 
negation of Congressional intent, the Supreme Court held the Clayton 

US. V. Railway Employees’ Dept., 238 Fed. 479 (1922). 

^Loewe v. Lawlor, 208 U.S. 274 (1908). 
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Act to be virtually a reaffirmation of previous law.^ Under this interpre- 
tation, secondary boycotts, strikes for any ' wrongful’’ purposes, and even 
picketing, were enjoinable. 

Legal Impediments to Organization 

The common law imposed major impediments in the path of union 
organization. It stressed the sanctity of private contracts, and ingenious 
employers were able to turn this principle into an effective weapon against 
union organization. This was done through the device of so-called ''y^^ 
low-dog” contracts. These are contracts which employers require workers 
to sign stating that as a condition of employment the worker agrees not 
to join a union. The phrase ' 'yellow dog” was applied by unionists at an 
early date to workers who signed such contracts, and the contracts have 
been known by that appellation ever since. 

In practice, employers made no real attempt to enforce such con- 
tracts against the individual workers who signed them. The importance 
of the contracts was that if they were legal, then attempts by union or- 
ganizers to compel workers who had signed such contracts to join a union 
was a deliberate attempt to cause a breach of such contracts, and such 
action could be enjoined by the courts. Unionists maintained that because 
workers had no choice but to sign such agreements, they were without 
force or effect. The majority of state courts rejected this view, holding 
instead that mere inequality of bargaining power did not preclude en- 
forcement of contracts. The New York courts, however, accepted labor’s 
point of view. 

In 1917 the United States Supreme Court passed on the enforce- 
ability of such contracts. By that year, organized labor had already se- 
cured the passage of the Clayton Act and had high hopes that the Supreme 
Court would accept its view of the coercive nature of the yellow-dog 
contracts. The Supreme Court, however, completely supported the en- 
forceability of yellow-dog contracts.^® It ruled that a court of equity could 
issue an injunction restraining attempts to organize employees bound by 
contracts with their employer not to join a labor union. As a result of this 
ruling, the use of the yellow-dog contract spread rapidly. Organized labor 
found the combination of the injunctions, the antitrust laws, and the yel- 
low-dog contract to be an almost insurmountable legal bar. 

Still another impediment to organization was the freedom of an 
employer under the common law to refuse employment to workers be- 
cause of union activities. Employers thus could maintain what might be 

® American Steel Foundries v. Tri^City Trades Council, 257 U.S. 184 (1921). 

Fiitchman Coal and Coke Co. v. Mitchell, 245 U.S. 229 (1917). 
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called an "antiunion closed shop.” In furtherance of antiunion activities, 
employers were, in the absence of legislation, free to engage in black- 
listing of union members and to utilize labor spies to ferret out union 
sympathizers. The common law did provide that a worker may not be 
hounded or libeled in order to prevent him from securing or maintaining 
employment, but this protection proved of little value because the em- 
ployer also had the right to advise other employers that he discharged a 
man because of his union or "radical” sympathies or activities. 

More than one half of the states now have laws which outlaw the 
blacklist, and six states require employers, upon demand, to give dis- 
charged employees a truthful statement of the reasons for discharge.^^ 
These state laws against blacklisting, however, have not been easily en- 
forced, although in at least one case such a law was used by workers to 
secure an injunction against the use of the blacklist.^^ It was almost im- 
possible to prevent one employer from telling another over the telephone 
that Jones, Smith, and Brown were "radical unionists,” so that when these 
three applied for employment to the second employer, they were refused 
a job on the grounds that "no vacancies were available.” It was not until 
the passage of the National Labor Relations Act in 1935 that effective 
protection against blacklisting was finally achieved. 

Profection of the Right to Organize 

Because of the antagonistic attitude of the courts, labor unions 
attempted at an early date to secure legislative modification of judicial 
designs. Between 1890 and 1914, no less than fourteen states enacted 
legislation making it a misdemeanor or otherwise unlawful for employ- 
ers (a) to exact yellow-dog contracts from their employees; and (1) to 
interfere with the right of the employees to join or otherwise belong to a 
legitimate union. In addition, in 1898, Congress passed the Erdman Act 
which contains similar provisions for the benefit of operating employees 
of the railroads. 

The courts, however, declined to view with favor this legislation 
which contained the principles of the Wagner Act 40 years before that 
law was conceived. The Supreme Court found that both the state laws 
and the pertinent section of the Erdman Act were unconstitutional be- 
cause the Fifth and Fourteenth Amendments to the Constitution guaran- 
tee freedom of contract as a property right.^® According to the courts, an 

Millis and Montgomery, op. clt., p. 594. 

12 E, E. Witte, The Government in Labor Disputes (New York: McGraw-Hill Book 
Co., Inc., 1932), pp. 212-20. 

1^ Coppage V. Kansas, 236 U.S. 1 (1915), which nullified the state laws; and Adair v. 
United States, 208 U.S. I6l (1908), which nullified Section 10 of the Erdman Act. 
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employer had a constitutional right to request his employees to sign yel- 
low-dog contracts and to enforce such contracts, and also to discharge his 
•employees because of union activities. In short, the courts held that fur- 
thering union activities or even preventing interference therewith was 
not a sufficient promotion of the general welfare to permit interference 
with sanctity of contracts, not even if they were yellow-dog contracts. 
Needless to say, these decisions, coupled with the courts pro-industry 
interpretations of the enforceability of yellow-dog contracts, and the ap- 
plication of the Sherman Act to union activities, caused unionists to take 
an extremely jaundiced view of the judiciary, as well as to redouble their 
efforts to curb judicial interference in labor-management matters. 

STRIKES, BOYCOTTS, AND PICKETING AND THE 
COURTS BEFORE 1932 

As has been pointed out in the discussion thus far, the courts (in 
years prior to 1932) tended to interpret both the common law and the 
statutory law in a manner unfavorable to the development of organized 
labor. The practical effect of such an antagonistic attitude on the part of 
the judiciary can best be appreciated by examining its impact on the major 
weapons which a union can utilize to achieve its objectives — the strike, 
boycott, and picketing. From the point of view of federal law, it is con- 
venient to consider judicial interpretation prior to 1932 and after 1932, 
since in that year the Congress enacted the Norris-LaGuardia Act which 
drastically altered the power of federal courts to intervene in labor dis- 
putes. 

Strikes 

Workers on strike do not ordinarily regard themselves as having 
terminated their employment relationship. They have left their work tem- 
porarily, and in concert, in order to secure more favorable terms of em- 
ployment. But they regard themselves as having a vested or property right 
in their jobs. The courts, however, have not recognized this right until 
very recently — and then only in a modified form. On the whole, courts 
have been more ready to accept ideas concerning employer property rights 
than employee property rights. 

As has been pointed out at the beginning of this chapter, after the 
courts abandoned the theory of conspiracy, they continued to regulate 
union conduct by looking into the motives or intent of union conduct. 
In the case of strikes, this involved an analysis of the purpose or objective 
of the walkout. 
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Courts have frequently enjoined the continuance of a strike where 
the purpose of the strike was to force the employer to co-operate in com- 
mitting an illegal act. They have also taken similar action in cases where, 
after weighing the damage done by a strike against the objective sought 
to be accomplished, they have concluded the strike was "unjustified.” 
This is, of course, a highly subjective criterion, but it has been widely 
applied in a variety of circumstances. For example, prior to 1932, judges 
frequently found sympathetic strikes unlawful. These are strikes by one 
group of workers in support of another, such as a strike of plumbers out 
of sympathy for striking gravediggers. Judges have found no possible 
justification for inflicting loss on the employers of plumbers merely be- 
cause of a dispute between gravediggers and their employers. Likewise, 
despite the path-breaking case of Commonwealth v. Hunt decided in 
1842, in which the Massachusetts court rejected the conspiracy doctrine 
in connection with strikes for the closed shop, many, if not the majority 
of, state courts have condemned strikes to obtain a closed shop. The rea- 
son is that the closed shop is regarded as monopolistic and attaching a 
condition to the right of a worker to obtain employment. 

On the other hand, in the case of strikes against technological 
change and jurisdictional strikes, courts have usually adopted a "hands- 
off” attitude. Although most courts have indicated that they regard strikes 
aimed at preventing technological advance as harmful to society, they 
have recognized the problem that such progress often creates for workers 
and have usually not interfered, in the absence of legislative enactment, 
with the attempts of unions to retard technological change. Likewise in 
the case of jurisdictional strikes — ^which are contests between unions over 
which group of workers shall perform a specified piece of work — ^most 
courts have declined to enjoin such strikes per se. They have regarded 
jurisdictional strikes as a matter for regulation by the legislative branch 
of the government. 

Lockouts 

A lockout is an act by an employer or employers locking out em- 
ployees from their jobs in an effort to compel them to accede to the terms 
of employment desired by management. In contrast to the strike where 
numbers and relationships may under the conspiracy doctrine make a dif- 
ference, a lockout under common law may be practiced without legal 
restriction, whether by a single employer or by employers in combination. 
What one employer may do, all may do. There is, however, one exception 
to this common-law principle, and that is that a lockout in violation of a 
collective agreement may be enjoined. On the other hand, an employer 
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who is a member of an association and obligated thereby to co-operate 
with his fellow employers may be sued if he fails to co-operate in the 
lockout activities. 

Boycotts 

Economics pressure by unions can be exerted in other ways than by 
strikes. One of the most familiar of labor’s weapons has always been the 
boycott. In a certain sense, all strikes are boycotts. For when workers are 
on strike, they are * 'boycotting” their employer’s employment and urging 
all others to do likewise. Such a strike would thus qualify as a "primary” 
boycott — primary because the strikers are exerting pressure directly on 
the employer on whom they are making their demands. 

Generally, however, strikes are not considered as coming within the 
meaning of boycotts. In public discussions, the term boycott is used al- 
most exclusively to mean an organized refusal to deal with someone in 
order to induce him to change some practice which he follows. Such a 
boycott may be in the form of a "we-do-not-patronize” list or in other 
forms of pressure designed to prevent sales of particular products; or it 
may be a refusal to handle certain goods. 

Examples of such pressures are readily found in everyday union 
activity. Recently, the United Automobile Workers resorted to a nation- 
wide boycott of Kohler products in its bitter battle against this manu- 
facturer of plumbing wares. In another case, this same union asked its 
members not to use fishing tackle manufactured by a firm which allegedly 
had locked out members of the United Steelworkers. Union building- 
trades men have usually refused to handle materials manufactured under 
nonunion conditions. 

Boycotts of these types are not as simple as strikes because they can 
involve pressure on third parties. For example, if the United Automobile 
Workers picketed a store which was selling fishing tackle purchased from 
the aforementioned firm, it would be engaging in a "secondary boycott” 
— that is, it would be applying pressure on a third party in order to aid 
the Steelworkers’ fight against the manufacturer directly involved in the 
dispute. 

Before 1932, a majority of American courts held secondary boycotts 
unlawful per se — "as if it were in a separate category of tort liability.”^^ 
Other courts, however, recognized that labor had an interest in maintain- 
ing standards and therefore had a right to engage in boycotts for this 
purpose. For example, some courts have upheld labor’s right to boycott 

14 Gregory, op. at., p. 122. 



678 • ECONOMICS OF LABOR RELATIONS 

nonunion products on the grounds that the distribution of goods produced 
under nonunion conditions will depress standards won by the union. 

The Taft-Hartley Act, enacted in 1947, outlawed secondary boy- 
cotts in industries subject to the Act, apparently on the ground that the 
legitimate objectives of labor could be served by other measures and that 
secondary boycotts unduly widened the area of industrial disputes by 
interrupting the operations of employers only remotely connected with 
the chief cause of the labor dispute.^® 

Picketing before the Norris-LaGuardia Act 

One of the most controversial questions of public policy in the field 
of labor relations today concerns the extent to which picketing by labor 
unions should be regulated. A companion question upon which conflict- 
ing views are found in the field of labor law involves the extent to which 
such limitations on the right to picket are constitutionally permissible. 

Picketing is a familiar form of pressure utilized by unions which 
has become an indispensable adjunct of the strike. Picketing usually in- 
volves the patrolling of a struck establishment by one or more persons 
bearing signs or placards stating that the workers are on strike or that 
the employer is unfair to organized labor, or words to similar effect. The 
average worker will not pass a picket line. This is based partly on the 
fear of social ostracism, partly on the feeling that unless he supports this 
group on strike, they may not support him some day when his union is 
out on the street, partly on fear of physical violence, sometimes because 
of fear of sanctions contained in the constitution of his own union. What- 
ever the motivations, it is clear that the picket line is a most effective 
weapon. In our highly unionized economy, a picket line, manned even 
by a small group in a large company, can completely paralyze a plant or 
establishment because other union men who work in the plant, or deliver 
it supplies, will not cross the picket line. 

Picketing may be thought of in two ways. It is a form of expression, 
letting the public and labor supporters know that a controversy exists and 
giving labor’s side of that controversy. It is also a form of pressure in- 
tended to dissuade persons from patronizing or entering a place of busi- 
ness. 

At first the courts took the view that picketing per se was illegal. 
Later they grudgingly conceded that picketing was legal as long as it was 
peacefully conducted and did not bar entrance to and exit from the plant, 
and as long as it did not obstruct traffic on a public thoroughfare. But 
while the courts conceded the legality of picketing, they also severely 

See Chapter 23 for a discussion of the boycott under the Taft-Hartley Act. 
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regulated it, often limiting the number of pickets permitted and gener- 
ally outlawing "'stranger picketing” — that is, picketing by persons not 
employees of the plant. The attitude of the courts on stranger picketing 
was conditioned by their belief that workers had no interest in a labor 
controversy unless they were employees of the plant itself, a theory which 
ignores the relation of labor conditions in one plant with that of another. 

Those who believed in labor's right to picket freely did not gener- 
ally support picketing which prevented entrance and exit into a plant, or 
picketing which obstructed ordinary commerce on a public thoroughfare. 
They took the view, however, that picketing was a form of expression 
and hence, if peacefully conducted, was protected by the First Amend- 
ment, as are other forms of communication. That viewpoint, however, 
was almost unanimously rejected by the courts prior to 1932. Indeed, the 
tendency right up to the passage of the Norris-LaGuardia Act was to 
limit rather than to expand the right of labor to picket in support of its 
interests. 

THE NORRIS-LAGUARDIA ACT 

In 1932, when the membership of the American Federation of La- 
bor was the lowest in 20 years, the AFL achieved its greatest legislative 
triumph to date. After almost 50 years of sustained eflFort, the AFL suc- 
ceeded in making the federal judiciary "neutral” in labor disputes. The 
law which accomplished this fact was the Norris-LaGuardia Anti-injunc- 
tion Act, passed by a Democratic controlled House of Representatives, a 
Republican Senate, and signed by the then Republican President, Herbert 
Hoover. 

The Norris-LaGuardia Act commences with a statement of public 
policy which affirms the right of workers to engage in collective bargain- 
ing through unions of their own choosing. Yellow-dog contracts are de- 
clared to be against this public policy, and the federal courts are instructed 
not to enforce such contracts. Then Section 4 of the Act establishes the 
following rules for the courts: 

No court of the United States shall have jurisdiction to issue any restraining 
order or temporary or permanent injunction in any case involving or growing out 
of any labor dispute to prohibit any person or persons participating or interested 
in such dispute (as these terms are herein defined) from doing, whether singly or 
in concert, any of the following acts : 

a) Ceasing or refusing to perform any work or to remain in any relation 
of employment; . . . 

e) Giving publicity to the existence of, or the facts involved in, any labor 
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dispute, whether by advertising, speaking, patrolling, or by any other method not 
involving fraud or violence, 

/) Assembling peaceably to act or to organize to act in promotion of their 
interests in a labor dispute; 

g) Advising or notifying any person of an intention to do any of the acts 
heretofore specified; 

h) Agreeing with other persons to do or not to do any of the acts heretofore 
specified; and 

i) Advising, urging, or otherwise causing or inducing without fraud or vio- 
lence the acts heretofore specified. . . . 

In addition, the Act requires employers to enter the court with ''clean 
hands’’ before requesting an injunction — that is, employers must exert 
every reasonable effort to settle a dispute through collective bargaining, 
mediation, and voluntary arbitration, if procedure for the latter methods 
are available, before requesting judicial interference. And besides thus 
virtually making it impossible for an employer to secure an injunction 
in a labor dispute unless fraud or violence are involved, the Norris-La- 
Guardia Act defines "labor dispute” in the broadest possible manner so 
as to preclude judicial constructions, such as occurred in the Clayton Act, 
which whittled away the effect of the latter law. 

The Norris-LaGuardia Act has since been supplemented by ap- 
proximately twenty state laws which, with some variations, are modeled 
after it. 

The Norris— LaGuardia Act and the Courts 

With a single piece of legislation. Congress thus repealed a century 
of judicial interpretation and created "laissez faire, or economic free en- 
terprise, for organized labor as well as for big business.”^® Henceforth, 
the courts were not to interfere with strikes, boycotts, and picketing which 
were conducted peacefully and otherwise within the law. Moreover, by 
defining "labor dispute” in a broad fashion, Congress ensured labor’s 
right to engage in sympathy strikes, secondary boycotts, stranger picket- 
ing, and other activities where nonemployees of a concern come to the aid 
of the concern’s employees in labor disputes directly or by applying pres- 
sure upon third parties. 

Despite the clarity of its language, the Norris-LaGuardia Act might 
either have been misconstrued or declared unconstitutional by the courts 
if the attitude of the courts had not altered fundamentally on labor mat- 
ters by the time litigation arising out of the Act reached the Supreme 
Court. Between the dates when the Act was passed by Congress and re- 
viewed by the highest court, the New Deal of Franklin D. Roosevelt had 
Gregory, op. cit., p. 192. 
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intervened, and the thinking of the highest court had been altered. As a 
result, the Norris— LaGuardia and similar state laws were interpreted as 
intended by their framers to preclude injunctive relief in peacefully con- 
ducted labor disputes. 

Reversal of Sherman Act Decisions 

The combined effect of the Norris-LaGuardia Act and the liberal- 
ized view of labor disputes which the Supreme Court took after 1937 
resulted in a revision of precedents on the application of the Sherman 
Antitrust Act to labor and on the courts’ attitude toward picketing and 
boycotts. In the Apex case,^'^ decided in 1940, the Supreme Court ruled 
unions were not guilty of violating the Sherman Act, even if strikes or 
boycotts prevented shipments of goods into commerce, so long as *ht was 
not shown that the restrictions on the shipments had operated to restrain 
commercial competition in some substantial way” — in other words, if the 
restrictions on commerce were incidental to the objects of unionization 
or securing better terms and conditions of employment. 

Although the Supreme Court denied it was overruling past deci- 
sions, it is quite clear that the Apex case did just that. Then in the 
Hutcheson case,^® the Supreme Court carried its new views one step 
further. This case arose out of a nation-wide boycott instituted by the 
Carpenters’ Union against Anheuser-Busch brewing products because 
that company gave work in a jurisdictional dispute to members of the 
Machinists’ Union rather than the Carpenters’ Union. The Supreme Court 
not only found that this nation-wide boycott in support of a jurisdictional 
dispute was not a violation of the Sherman Act but it declared that the 
Norris-LaGuardia Act had, by implication, overruled the Court’s previ- 
ous interpretations of the Clayton Act. Therefore, the Clayton Act, which 
purported to give labor immunity under the antitrust laws, was now to 
be interpreted in the light of original Congressional intent. Thus, labor 
combination was almost completely outside the purview of the Sherman 
law. 

The extended immunity granted labor from the antitrust laws and 
the injunction by the Norris-LaGuardia Act and the Hutcheson deci- 
sion was followed to its logical conclusions in subsequent decisions. The 
American Federation of Musicians was permitted to maintain a nation- 
wide boycott of recordings by refusing to have its members make such 
recordings;^® a Hod Carriers’ Union was permitted to prevent usage with- 

Apex Hosiery Company v. Leader, 310 U.S. 469 (1940). 

1^ United States v. Hutcheson, 312 U.S. 219 (1941). 

1^ U.S. V. American Federation of Musicians, 318 U.S. 741 (1943). 
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in its jurisdiction of a low-cost cement-mixing machine except under con- 
ditions which made the use of such machines financially impossible;^" 
building-trades unions were permitted to boycott materials because they 
were produced by companies where rival unions were bargaining agents 
or because they were prefabricated instead of put together on the job;^^ 
unions were allowed to picket or boycott a company solely on the grounds 
that it dealt with a rival union and despite the fact that if the employer 
recognized the picketing or boycotting union, he would violate the Na- 
tional Labor Relations (Wagner) Actf^ and, finally, a union could with 
immuni ty have its members refuse to work with an employer ready and 
w illin g to deal with the union, because of a grudge against the employer 
even though the effect was to force the employer out of business.^® 

Despite these decisions, unions did not receive complete immunity 
from either the Sherman Antitrust Law or the injunctive process. In the 
Allen Bradley case,®^ the Supreme Court ruled that a union could not 
conspire with employers to refuse to work on materials produced outside 
of New York City and thereby give New York City manufacturers a local 
monopoly. If, however, the union engaged in identical conduct on its own, 
and without the connivance of employers, presumably the new interpre- 
tations of the Clayton Act would remove such conduct from the proscrip- 
tions of the Sherman Act. 

The use of the injunction against unions during this period resulted 
from union racial discrimination. The first cases arose out of attempts of 
certain railway unions to use their position as bargaining agents to drive 
Negroes, who were not admitted to membership, out of jobs.®® These 
cases are best understood after our discussion of the Wagner Act in Chap- 
ter 23. The second of these race discrimination cases in which an in- 
junction figured resulted from the refusal of the AFL Boilermakers’ and 
Shipbuilders’ Union to admit Negroes on an equal basis. Since this union 
had closed-shop contracts, it meant that Negro and other nonwhite work- 
ers had to accept second-class "Jim Crow’’ status in the union or look 
elsewhere for work. The Supreme Court of California upheld the claim 
of the nonwhite workers that this situation represented an illegal mo- 
nopoly on the part of the union and issued an injunction requiring the 

20 US. V. International Hod Carrier^ Union, 313 U.S. 539 (1941). 

21 U.S. V. Building & Construction Trades Council, 313 U.S. 539 (1941); U.S. v. 
Brotherhood of Carpenters, 313 U.S. 539 (I94l). 

22 NLRB V. Star Publishing Co., 97 F (2d) 465 (1938). 

23 Hunt V, Crumhack, 325 U.S. 821 (1945). 

24 Allen Bradley v. Local No. 3, IBEW, 325 U.S. 797 (1945). 

25 Steele v. Louisville & N. R. Co., 323 U.S. 194 (1944) ; and Tunstall v. Brotherhood 
of Locomotive Firemen, 323 U.S. 210 (1944). 
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union either to admit workers without discrimination or to void its closed 
shop insofar as nonwhite workers were concerned.^® 

PICKETING AND FREE SPEECH 

Right up to the passage of the Norris-LaGuardia Act, many state 
and federal courts took the position that all picketing was coercive in 
intent and unlawful and that there could be no such thing as truly *'peace- 
fuF' picketing. On the other hand, a smaller number of courts adopted 
the view that all peaceful picketing, including '^stranger picketing” (i.e., 
picketing by persons who were not employees of the employer involved 
in the labor dispute) was lawful. The fact that picketing is at one and 
the same time a method of communication and a method of strong per- 
suasion bordering on coercion contributed to this judicial confusion. 

As we have seen, the enactment of the Norris-LaGuardia Act in 
1932 substantially limited the power of federal courts to issue injunctions 
in labor disputes. State courts, however, continued to enjoin picketing un- 
der a variety of circumstances and for a variety of reasons, except where 
the power of state courts had been circumscribed by the enactment of 
state *'Norris-LaGuardia Acts” modeled after the federal statute. 

Commencing in 1937, a series of cases was brought before the United 
States Supreme Court involving the question whether picketing could be 
restricted by state legislatures and courts or whether it was protected from 
such regulation as a form of free speech guaranteed by the First Amend- 
ment of the Federal Constitution. These cases are of major interest to 
students of labor problems not only because they concern a major union 
weapon — ^picketing — but also because they indicate how the changing 
views of the Supreme Court may influence the pattern of state legislative 
and judicial control of labor relations and thus profoundly affect the 
evolution of collective bargaining in our society. As will appear more 
fully in the following discussion, it appears in retrospect that the Supreme 
Court first became intrigued with the idea of treating picketing as a form 
of free speech entitled to constitutional protection and then retreated 
from this position when it recognized the coercive elements present in 
picketing and the legitimate right of the states to limit picketing in cer- 
tain instances to protect the public interest. 

In 1937, in a case which affirmed the right of a state to enact a little 
Norris-LaGuardia Act, Justice Brandeis remarked: "'Members of a union 
might without special statutory authorization by a State make known the 
facts of a labor dispute, for freedom of speech is guaranteed by the Fed- 

26 James v. Marins hip, 155 P (2d) 329 (1944). 
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eral Constitution.”^^ This statement was misconstrued by many lawyers 
and judges to mean that picketing was a form of free speech guaranteed 
by the Constitution. Actually Justice Brandeis merely said that union 
members might make known the facts of a dispute, without stating what 
means they might use for this purpose. He did not say that union mem- 
bers had a constitutional right to make known facts by means of a picket 
line. Nevertheless, 3 years later in the case of Thornhill v. Alabama^^ 
the Supreme Court completely accepted the doctrine that picketing was a 
form of free speech. An Alabama law, which termed picketing a form 
of loitering and made it a misdemeanor, was held unconstitutional on the 
grounds that picketing is a form of speech protected by the First Amend- 
ment and that a penal statute which makes picketing a misdemeanor 
without regard to the manner in which it is conducted is unconstitutional 
on its face. In the companion case of Carlson v. California , the Supreme 
Court elaborated the doctrine of picketing as a form of speech in the 
following words: "Publicizing the facts of a labor dispute in a peaceful 
v/ay through appropriate means, whether by pamphlet, by word of mouth 
or by banner, must now be regarded as within that liberty of communica- 
tion which is secured to every person by the Fourteenth Amendment 
against abridgement by a State.” And in 1941 in American Federation of 
Labor v. Swing , the Supreme Court held unconstitutional the decision 
of the Illinois Supreme Court enjoining peaceful "stranger” picketing of 
a beauty parlor when none of the employees of the beauty parlor were 
members of the union conducting the picketing. Thus, in the space of 4 
years, peaceful picketing — a concept dismissed by many courts as a con- 
tradiction in terms and regarded by many as tortious in some or all of its 
aspects — became transformed not only into something lawful and proper 
but also something that was above the law.®^ 

However, the notion that picketing is merely a form of free speech 
did not prove very satisfactory in view of the coercive elements usually 
present in picketing. As a result, the Supreme Court slowly began to 
modify its views. In 1941 the Supreme Court refused to set aside an Illi- 
nois injunction which forbade all picketing by a milk drivers’ union.®® 
The state court had reasoned that because the union had engaged in some 
bombing and roughhouse tactics, any picketing, even if conducted peace- 

Sent! V. Tile Layers’ Protective Union, 301 U.S. 468 (1937). 

28310U.S. 88 (1940). 

2931OU.S. 106, 113 (1940). 

30312U.S. 321 (1941). 

Gregory, op. cit., p. 342. 

Milk Wagon Drivers v. Meadowmoor Dairies, Inc., 312 U.S. 287 (1941). 
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fully, would be colored by this prior violence and would not really 
be peaceful. The Supreme Court, in accepting this reasoning, impliedly 
agreed that picketing, even though peaceful, could be more than free 
speech. 

In 1942 the Supreme Court ruled that a Texas court could enjoin 
picketing of a restaurant by a Carpenters’ Union which was objecting to 
the fact that the restaurant owner was building a home with nonunion 
carpenters.^^ The Court’s rationale in this case was the restaurant owner’s 
dispute with the union did not concern the restaurant business; therefore 
picketing at the restaurant site unduly enlarged the area of conflict and 
resulted in ''conscription of neutrals” — that is, members of the public— 
who had no interest in the dispute with the carpenters. This decision also 
recognized the coercive element in picketing, for if picketing were merely 
a manifestation of free speech, there should be no reason why it is not 
entitled to the same constitutional protection whether conducted at Rit- 
ter’s home or at his restaurant. The retreat from the view that picketing 
is free speech continued in three important decisions handed down by the 
Supreme Court in 1950. 

In Building Service Employees International Union v. Gazzam^^ 
the Supreme Court held that the guarantee of free speech did not protect 
peaceful picketing which sought to persuade an employer to require his 
employees to join a particular union where the state statute declared the 
policy of the state was to protect individual employees from coercion by 
employers in the choice of their bargaining representative. Here the union 
was in effect using picketing to persuade or coerce the employer into vio- 
lating the policy stated in the statute, and the Supreme Court agreed that 
the free-speech doctrine did not confer this privilege. 

In Hughes v. Superior Court of State of Calif orniap^ the Supreme 
Court held that a state court could constitutionally issue an injunction 
against picketing which was designed to induce an employer to employ a 
quota of Negro employees proportionate to his Negro customers. No 
state statute outlawed such a practice, and the employer could lawfully 
have set up such a quota. However, the state court regarded the union 
attempt to make the right to work depend upon race rather than ability 
or other qualifications as contrary to public policy, and the Supreme Court 
accepted such determination. This case, therefore, extended the holding 
of the Gazzam case and indicates that peaceful picketing can constitu- 

Carpenters and Joiners Union v. SJttet’s Cafe, 315 U.S. 722 (1942). 

34 339 U.S. 532 (1950). 

35339U.S. 460 (1950). 



686 • ECONOMICS OF LABOR RELATIONS 

tionally be enjoined when the objective of the picketing involves a vio- 
lation of public policy as determined by a state court as well as a state 
legislature. 

In International Brotherhood of Tea??isters v. Hanke^^ the courts 
of the state of Washington had enjoined a union of automobile salesmen 
from picketing a used car dealer, Hanke, who had no employees. The 
object of the picketing was to compel Hanke to enter into an agreement, 
signed by some other dealers, under which he would have been obliged 
to close his establishment after certain hours and on weekends. The effect 
of the agreement would have been to cause Hanke to stop operating him- 
self and hire an employee or to join the union. If Hanke had agreed 
voluntarily to sign this agreement, there would have been no violation 
of state policy. However, the state courts held that the use of concerted 
action by the union to compel Hanke to make such an agreement was 
contrary to public policy. The Supreme Court accepted this determination 
of policy and refused to upset the ban against picketing. 

Finally, in 1951, the Supreme Court held that the provisions of 
the Taft-Hartley Act banning certain types of picketing in connection 
with secondary boycotts did not violate constitutional guarantees of free 
speech,^^ 

Present Status of Picketing 

Where do these decisions leave us so far as the present status of 
picketing is concerned ? Lawyers and judges are not at all sure, and union 
leaders are even more troubled and confused. The rosy promise of con- 
stitutional protection for picketing has been dangled before labor only to 
be withdrawn except in limited cases. The Thornhill doctrine — that a 
law which forbids all picketing is unconstitutional — still stands. But the 
subsequent cases establish that picketing can be prohibited where its ob- 
jective is unlawful in the sense that the employer's capitulation would 
violate public policy as determined by the state legislature or court. The 
Hanke case may go even further than this and indicate that the Supreme 
Court will not set aside injunctions against picketing which have been 
issued by state courts because of their view that the union objective in 
picketing has undesirable economic or social consequences, even though 
it is not unlawful. Likewise state legislatures or courts can constitutionally 
confine picketing to areas within which a close economic relationship ex- 
ists between the persons doing the picketing and the persons or property 
picketed. 

36 339 U.S. 470 (1950). 

lnter 72 atwnal Brotherhood of Electrical Workers v. NLRB, 341 U.S. 694 (1951). 
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To the average laboring man, this seems like a return to the old 
doctrine of lawful and unlawful objectives, motives, and other mystical 
criteria which courts found handy in the past in justifying injunctions 
against union activity. It is true that there has technically been a change 
in the burden of proof — the old tort doctrine regarded picketing as illegal 
unless justified, whereas the present view is that restraints on picketing 
are unconstitutional unless justified.^^ But the practical outcome is much 
the same. The courts are once more in a position to impose their con- 
science upon the community, and union leaders cannot be sure whether 
their picketing — which generally has the objective of improving labor 
standards — will not also have an incidental consequence which the courts 
will deem unlawful or contrary to community interest. 

This is an undesirable situation which requires reform. The legis- 
lature, not the courts, should determine public policy with respect to 
picketing. Just what such policy should be, however, is a thorny problem. 
It has been suggested that an attempt might be made to distinguish picket- 
ing which is coercive and picketing which is informational. One author- 
ity distinguishes picketing which is the ‘^signal by which the union invokes 
its economic power’’ and picketing in which "publicizing is the primary 
element and the disciplined economic power of the union is an insigni- 
ficant factor.”^® By these standards, picketing is coercive where it appeals 
to fear and where its primary audience is other union men; it is infor- 
mational where it appeals to reason and is directed at the general public. 
Thus, picketing of an industrial establishment to prevent supplies from 
coming in is primarily coercive; picketing of a restaurant with signs stat- 
ing that the employer does not hire union labor is informational. 

However, the elements of picketing are likely to be mixed even in 
such situations. Moreover, to seek to regulate picketing only where it is 
coercive would in effect regulate it where it is most effective from the 
point of view of labor. Consequently, such an attempted distinction would 
substantially weaken one of organized labor’s most effective weapons in 
raising its working standards. 

QUESTIONS FOR DISCUSSION 

1. What is meant by the term "injunction” ? Discuss the manner in which the in- 
junction has been used to impede labor s organizational efforts. To what extent 
can employers still use the injunction in labor disputes? 

38 J. Tanenhaus, ’Ticketing-Free Speech: The Growth of the New Law of Picketing 
from 1940 to 1952,” Cornell Law Quarterly, Vol. XXXVIII (Fall, 1952), pp. 48-49. 

39 Archibald Cox, "Strikes, Picketing and the Constitution,” Vanderbilt Law Review 
VoL rV (April, 1951), p. 595. 
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2. Should picketing be treated as a form of free speech? Discuss the changing 
views of the Supreme Court concerning this issue. 

3. Discuss the various tests which courts have applied in determining the legality 
of union concerted activity. Should such determination be solely a legislative 
function ? 
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THE TAFT-HARTLEY ACT 


The Taft-Hartley Act is one of the most controversial 
laws enacted in the United States in recent years. Union leaders have 
called it a "slave labor law’' and "The Lawyers’ Full Employment Act." 
Industry spokesmen have hailed it as a Magna Charta of employees’ 
rights and have complained that it does not go far enough in outlawing 
various union practices. In this chapter, we shall consider in detail various 
provisions of this Act and its effect upon employers, unions, individual 
employees, and the general public. Since the Taft-Hartley Act is, in form, 
an amendment of the earlier National Labor Relations Act, or Wagner 
Act, as it is commonly known, we shall commence our discussion with a 
brief consideration of the Wagner Act. 

THE WAGNER ACT 

Economic and Legislative Background 

The Wagner Act was enacted largely because of the failure on the 
part of American employers to modernize their concepts of industrial re- 
lations. By 1935, the year in which the Wagner Act was passed, signifi- 
cant changes had occurred in the rate of expansion of employment and 
in the character of the work force. As the rate of growth in the labor 
force slackened, opportunities for advancement diminished, and employ- 
ees became more concerned with improving hours, wages, and working 
conditions of their existing jobs. The onset of the depression sharply cut 
the resignation rate of employees in industry. Since jobs were scarce, em- 
ployees could not hope to better their conditions by shifting to other 
companies. Furthermore, the widespread unemployment of the depres- 
sion developed a feeling among workingmen that layoffs were handled 
unfairly. All of these factors contributed to a growing interest on the 
part of labor in collective bargaining as a means of bettering conditions 
of work and protecting their rights. 

689 
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As changes in employment opportunities were occurring, the char- 
acter of the labor force was also changing. The annual number of high 
school graduates increased twenty-five fold between 1890 and 1935. By 
the latter date, 40 per cent of American children were completing a high 
school education, and most of the others were obtaining 1 or 2 years of it. 
Educated and thoughtful workmen brought up on the history of Ameri- 
can democracy expect as a matter of right to have a voice in the determi- 
nation of the conditions of employment under which they labor. American 
employers, however, were heedless of the changes which had taken place. 
Desirous of holding on to their prerogatives, and bred in the fierce indi- 
vidualism of the nineteenth century, they were unwilling to share deter- 
mination of the terms and conditions of employment with organizations 
of their employees. The result was the passage of the Wagner Act.^ 

The failure of industry to alter its industrial relations policies and 
voluntarily to recognize unions of its employees was all the more remark- 
able in view of the ample warnings that if industry did not act, govern- 
ment would be compelled to do so. Commencing in 1885, a long list of 
government commissions and agencies reported favorably in behalf of 
collective bargaining. In 1898, Congress passed the Erdman Act, which 
contained provisions making discrimination against union activity on the 
railroads a misdemeanor. Although this provision was declared uncon- 
stitutional, later railway legislation, including the Railway Labor Act of 
1926, endorsed unionism and collective bargaining. And between 1890 
and 1914, no less than fourteen states enacted legislation similar to the 
Erdman Act, only to have the courts declare such laws unconstitutional. 

Nor was official governmental approval of collective bargaining 
confined to opinions of commissions or to railway labor legislation. Dur- 
ing World War I, a committee composed of representatives of labor and 
management established a War Labor Board which not only recognized 
the right of collective bargaining but forbade discrimination because of 
union activity and conducted secret elections to determine bargaining 
agents. The Norris-LaGuardia Act of 1932 was primarily concerned with 
judicial procedure involving labor injunctions, but it contained a state- 
ment of policy which endorsed the right of employees '‘to full freedom of 
association, self organization, and designation of representatives of his 
own choosing, to negotiate the terms and conditions of . . . employment 
. . . free from the interference, restraint or coercion of employers. . . 

With the advent to power of the Roosevelt administration, legisla- 

1 S. H. Slichter, "The Development of National Labor Policy,” Studies In Economics 
and Industrial Relations, University of Pennsylvania Bicentennial Conference (Philadelphia: 
University of Pennsylvania Press, 1941), p. l43. 
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tive endorsement of the right to unionism and collective bargaining went 
forward rapidly. The National Industrial Recovery Act, approved June 
6, 1933, was fundamentally an attempt on the part of the Roosevelt 
administration to promote economic recovery by permitting business to 
establish its own regulations, including control of prices. In order to 
secure labor support, however, the NIl^ included the famous Section 
7(a). 

... (1) That employees shall have the right to bargain collectively through repre- 
sentatives of their own choosing, and shall be free from the interference, restraint, 
or coercion of employers of labor, or their agents, in the designation of such repre- 
sentatives or in self -organization or in other concerted activities for the purpose of 
collective bargaining or other mutual aid and protection; (2) that no employee 
and no one seeking employment shall be required as a condition of employment to 
join any company union or to refrain from joining, organizing, or assisting a labor 
organization of his own choosing. . . . 

Although this provision involved the most complete governmental 
endorsement of collective bargaining outside of the railway industry up 
to that time, it carried with it no effective penalties in case of employer 
disinclination to comply. A large number of employers did alter their poli- 
cies in accordance with the spirit of Section 7 (a), but the great bulk did 
not. Many employers, for example, took Section 7 {a) as an invitation to 
establish company unions or employee representative plans in order to pre- 
vent the unionization of their employees. On the other hand, the Ameri- 
can Federation of Labor regarded Section 7(a) as public encouragement 
of collective bargaining. This clash of viewpoint led to strikes and indus- 
trial unrest as immature unions clashed with antiunion employers. 

In an attempt to cope with this situation President Roosevelt ap- 
pointed a tripartite National Labor Board under the chairmanship of the 
late Senator Robert Wagner of New York. The National Labor Board 
became an agency which took on the functions of settling labor disputes 
by mediation and voluntary arbitration; of determining whether unions 
represented employees in a given instance; and of determining whether 
employers unfairly interfered with the organizational rights of their em- 
ployees. In carrying out these functions, the National Labor Board devel- 
oped many of the policies later followed by the National Labor Relations 
Board under the Wagner Act in regard to the appropriate bargaining 
unit and the meaning of unfair labor practices. The National Labor 
Board, however, had no authority to penalize employers for unfair labor 
practices except by referral to the attorney generaFs office where the 
maximum penalty was revocation of the right to place the NRA blue 
eagle on the product of the alleged unfair employer. 
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In June, 1934, Congress passed Joint Resolution No. 44 which 
created a National Labor Relations Board as a substitute for the Na- 
tional Labor Board. This agency, not to be confused with the NLRB 
created under the Wagner Act, continued the work of the National La- 
bor Board and attempted without too much success to overcome the oppo- 
sition of business within the framework and the limited sanctions of the 
NRA, Its work ceased when the NRA was declared unconstitutional in 
1935. 

Besides these two labor boards of the NRA period, others were in 
existence for special purposes. They included agencies established in the 
textile, automobile, petroleum, and newspaper fields. In addition, both 
the National Labor Board and its successor agency established regional 
boards throughout the country, thus foreshadowing the administrative 
structure of the National Labor Relations Board under the Wagner Act. 

Wagner Act— Purpose and Content 

The Wagner Act ranks without a doubt as the most significant labor 
law ever enacted in the United States. The Norris-LaGuardia Act of 
1932 ^'ushered in a period of almost complete freedom for union expan- 
sion through economic self-help.”^ The Taft-Hartley Act of 1947 modi- 
fied the Wagner Act in many important respects. But the Wagner Act 
marked a complete departure from pre-existing governmental labor pol- 
icy in that "'it pledged the government to aid employees in securing in- 
dependent organization, free from employer interference . . . Congress 
virtually ordered employers to stop resisting the spread of unionism, tell- 
ing them that the desire of their employees to organize was none of their 
business and to keep their hands off.”^ Moreover, in contrast to pred- 
ecessor legislation aimed in the same general direction, the Wagner Act 
provided a singularly effective mechanism to achieve its purpose. The 
Wagner Act, therefore, required a completely new orientation of em- 
ployer industrial relations policies. 

The Wagner Act was based upon the philosophy that the failure of 
employers to accept collective bargaining results in strikes and interferes 
with the flow of commerce, that the inequality of bargaining power be- 
tween individual employees and employers who are organized as cor- 
porations aggravates depressions by depressing wage rates and reducing 
purchasing power,^ and that the protection of the right of employees to 

2 C. O. Gregory, Lai?or and the Law (New York: W. W. Norton & Co., Inc., 1946), 

p. 223. 

3 Ihtd., p. 224. 

4 The purchasing-power theory of the business cycle was a basic strand in the thinking 
of the New Deal in this period. 
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organize into unions of their own choosing removes most of these dif- 
ficulties. Therefore, the Act declared it to be the policy of the United 
States to encourage the practice and procedure of collective bargaining 
and to protect the exercise by workers of full freedom of association, self- 
organization, and designation of representatives of their own choosing, 
for the purpose of negotiating the terms and conditions of their employ- 
ment or other mutual aid or protection. 

The heart of the Wagner Act was contained in Section 7 which de- 
clared that employees "'shall have the right to self-organization, to form, 
join, or assist labor organizations, to bargain collectively through repre- 
sentatives of their own choosing, and to engage in concerted activities for 
the purpose of collective bargaining or other mutual aid or protection.” 
To preserve these rights the Act specifically prohibited various unfair 
labor practices of employers which were listed in the Act. These employer 
unfair labor practices have been carried over into the Taft-Hartley Act 
which, in addition, has added certain unfair labor practices on the part 
of unions. 

Section 8 of the Wagner Act, which enumerated the unfair employer 
practices, made it illegal for employers (1) to interfere with, restrain, or 
coerce employees in the exercise of rights guaranteed in Section 7; (2) to 
aid or support the unions of employees; (3) to discriminate against em- 
ployees in layoffs, promotions, or other conditions of employment because 
of the employees’ membership or activities in a union; and (4) to dis- 
charge or otherwise discriminate against an employee because he has filed 
charges or given testimony under this Act. To these negative proscrip- 
tions, the Act added an affirmative one. Section 8(^) (5) required em- 
ployers to bargain collectively with the duly designated representatives 
of their employees. 

The philosophy of Section 8 was that employers must absolutely re- 
frain from concerning themselves with the union activities of employees. 
This meant not only that employers henceforth could not establish com- 
pany unions or employee representation plans but also that employers 
could not exercise an influence which might retard or help a particular 
union to be designated as a representative of the employees. This legis- 
lative attitude is understandable in view of the weak condition of unions 
at the time and the fact that without such protection, independent unions 
would have had great difficulty in the face of hostile employer resistance. 

Unfair Labor Practice Procedure 

The administration of the Wagner Act was given to the three-man 
ISTational Labor Relations Board. In performing its duties, the NLRB 
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had two principal tasks: (1) preventing employer unfair labor practices; 
and (2) determining whether a union represented a group of employees 
for purposes of collective bargaining. 

In a typical unfair labor practice case, under the Wagner Act, the 
NLRB received a complaint from the union in behalf of an individual 
worker alleging some violation of Section 8. A field examiner of the 
Board investigated the case, and if the Board found that there was suf- 
ficient evidence to warrant a hearing, it set down the case for hearing 
and, if necessary, issued such subpoenas as were needed for the appear- 
ances of records and persons. In more than three quarters of the cases, 
however, settlement was achieved by informal methods before the hear- 
ing actually took place. Such settlement involved, for example, agreement 
on the part of an employer to reinstate an employee discharged for union 
activity or to post a notice for a period of 30 days stating that he would 
not repeat or engage further in discrimination in violation of Section 8. 
If in a preliminary investigation the Board found that there was no basis 
for the complaint, it would dismiss it, and the complainant had no further 
recourse. 

Hearings under the Wagner Act were conducted under the best ac- 
cepted methods of administrative process. The NLRB was always careful 
to give all interested parties due notice and the right of hearing. How- 
ever, the Board did act as both juudge and prosecutor which to some 
critics seemed unfair. Criticism of this feature of administration of the 
law ultimately led to establishment of the position of independent Gen- 
eral Counsel under the Taft-Hartley Act, whose job it is to initiate com- 
plaints and bring them before the Board. 

An unfair labor practice decision of the NLRB could be reviewed 
upon petition of the respondent, or if the respondent failed to obey the 
Board, upon petition of the Board for enforcement. When the petition 
for review was filed, the record was sent to the pertinent circuit court of 
appeals which then determined whether the Board's finding was based 
upon the evidence. The court, however, could not substitute its views for 
those of the NLRB. If the court held for the Board, it would then issue 
an order making the order of the Board the order of the court. The em- 
ployer could then appeal the case to the Supreme Court, but if the decision 
of the lower court was affirmed, the employer would have to obey the 
order or stand in contempt of court. Likewise, if the circuit court de- 
clined to enforce the Board’s order or upset it, the Board could appeal to 
the Supreme Court for a reversal of the lower court’s decision. 

In enforcing unfair labor practice cases, the Board could issue cer- 
tain orders. For example, it might require the employer to **cease and 
desist” from activities which it found in violation of Section 8. More im- 
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portant, it might require the employer to take affirmative action, for 
example, the reinstatement of employees with back pay who had been 
discharged or discriminated against because of union activity, or even the 
employment of workers who were never hired but who were refused em- 
ployment because of their union affiliation. In addition, the Board could 
order the employer to disestablish a company union and withdraw recog- 
nition from any union which was recognized or with whom he bargained 
if that union had been aided by the employer. Finally, in cases in which 
the employer was found to have refused to bargain with a union which 
was the duly chosen representative of his employees, the NLRB would 
order him to bargain upon request of that union. 

In the first years of the Wagner Act, employer unfair labor prac- 
tices were relatively simple to discern, but as the years passed, antiunion 
activities became more subtle and difficult to detect. Among the most 
difficult cases to determine were those in which a '"refusal to bargain” 
was alleged. Frequently, such charges had merit, but often unions filed 
them as a tactical maneuver to put the employer on the defensive in col- 
lective bargaining. The NLRB decided each case on its merits, but some 
basic principles were developed. For example, if an employer refused 
to meet with a union, or if he refused to negotiate with an authorized 
union representative, or did meet with an unauthorized representative, 
the Board would find the employer refused to bargain. But then there 
were cases in which the employer was charged with "merely going 
through the motions.” Here the Board had to determine whether bargain- 
ing was in good faith. A principal test would be whether the employer 
made counter proposals or just said "no”; whether obvious employer pro- 
crastination was found; or whether the employer would agree to meet 
with union representatives at a reasonably convenient time and place. 
Also the NLRB ruled that it was an unfair labor practice for an employer 
to agree with a union on terms and conditions of employment, but then 
to refuse to embody the agreement in a written contract.^ These were just 
a few of the NLRB’s decisions which forced a complete turnabout in the 
conduct of employers who, in pre-W agner Act days, freely discriminated 
against employees who joined unions and refused to deal with unions 
under any circumstances. 

Representation Cases 

Equally as important as unfair labor practice cases in the work of 
the NLRB, and every bit as controversial as a result of the split in the 

5 In affirming this decision, the Supreme Court noted that a businessman would be 
shocked and suspicious if one of his fellow businessmen refused to put into writing an 
agreement already arrived at. H. J. Heinz Co. v. NLRB, 311 U.S. 514 (1941). 
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American labor movement which existed until 1955, have been repre- 
sentation cases. Section 9 (a) of the Wagner Act provided that "Repre- 
sentatives . . . selected for the purposes of collective bargaining by the 
majority of the employees in a unit appropriate for such purposes, shall 
be the exclusive representatives of all the employees in such unit for the 
purposes of collective bargaining. . . This provision, with some addi- 
tions which we shall consider at a later point in this discussion, was car- 
ried over into the Taft-Hartley Act. 

Congress adopted the majority-rule principle basically because ex- 
perience had shown that it was the only practical method. The represent- 
ative of the majority is thus the representative of all the employees in the 
bargaining unit whether or not they are union members, just as a Con- 
gressman represents everyone in his district regardless of whether they 
are members of his party or whether they voted for him or his opponent 
in the last election. If minority representation were permitted in collective 
bargaining, the employer would be constantly faced with demands from 
one or another group desirous of attracting support. Obviously, under 
such a setup neither collective bargaining nor a business would stand 
much chance of survival. 

In order to determine whether a given union was the representative 
of workers in a plant, the NLRB usually held elections among the work- 
ers. The names of the union or unions seeking certification were placed 
on the ballot along with "No Union/' If a union won a majority of these 
votes, it was certified as the bargaining agent with whom the employer 
had to bargain as the exclusive agent of the employees involved. If "No 
Union” received a majority, no certification was made. 

Early in its life the NLRB was forced to determine whether a ma- 
jority meant a majority of those eligible to vote or a majority of those 
who actually voted. At first it adopted the former interpretation, but it 
soon found that this inspired coercion to keep employees from voting. 
The NLRB then altered its policies and certified unions as bargaining 
agents if they received a majority of the votes cast. This proved a wise 
move, for it compelled all interested groups to vie in getting into the 
vote. As a result, votes cast in NLRB elections averaged 80-90 per cent 
of those eligible, as compared with the average 50-65 per cent of those 
eligible who vote in national political elections. 

Bargaining Unit Problems 

If the majority-rule question posed difficult problems for the NLRB, 
they were nonetheless relatively easy to determine when compared with 
the problems involved in deciding which employees are eligible to vote 
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in an election to determine the bargaining agent and which groups of 
employees shall have the right to separate choice of bargaining agents. 
Congress delegated these problems, known as questions of the "appro- 
priate bargaining unit,’' to the NLRB, giving it almost unlimited author- 
ity® in Section 9(^) of the Wagner Act which stated that "The Board 
shall decide in each case whether, in order to insure to employees the 
full benefit of their right to self-organhation and to collective bargain- 
ing, and otherwise to effectuate the policies of this Act, the unit appro- 
priate for the purposes of collective bargaining shall be the employer 
unit, craft unit, plant unit, or subdivision thereof.” This wide authority 
was given to the NLRB in the belief, based on experience of the NRA 
labor boards, that the various problems which arose were not foreseeable 
and could best be determined by the NLRB. The AFL supported this 
viewpoint, not of course being able to predict that a full-fledged rival 
would arise to have equal status and different views on bargaining unit 
problems. 

In most cases, however, the NLRB was able to secure agreement 
from the parties on the bargaining unit. Although the Board decided 
each case on the merits, it grouped the facts determining its bargaining 
unit decisions around two basic criteria — the history of collective bar- 
gaining, if any, and the mutuality of interests of the employees. 

In the first group were such factors as the past relationships be- 
tween unions and employees, the unit covered by such relationships, the 
jurisdictional rules of the unions, and past unsuccessful efforts of self- 
organization. Strike histories were also important, for strikes show re- 
lationships and test the homogeneity of groups. 

Around mutuality of interest, the Board placed a variety of factors, 
such as geographical location, manner of wage payment, degree of skill, 
comparability of wages, working conditions, etc. This meant that the 
typical bargaining unit was composed of production and maintenance 
employees in a single plant. Foremen and supervisors were excluded 
from the production worker’s unit because of their peculiar relation to 
management. Likewise, office, clerical, and white-collar workers were 
separated from production and maintenance employees, as were profes- 
sional employees. In addition, guards and watchmen were placed in sepa- 
rate units because of their unique position, and temporary employees 
were often deemed outside the bargaining unit because they had no per- 
manent status in the plant. All these decisions were based on the fact 
that production and maintenance employees have a basic common de- 

® This authority has been restricted to some extent in the Taft-Hartley Act with respect 
to craft units, guards, and professional employees. See subsequent discussion in this chapter. 
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nominator which was lacking among other plant groups, especially since 
many of the latter have a special and different relation to the employer. 

Wagner Acf^ Union Growth^ and Strikes 

That the Wagner Act achieved its basic purpose in compelling a 
change in employer policy toward unions cannot be doubted. In 1935, 
when the Act became law, union membership stood at 3,900,000. In 
1947, when the Wagner Act was amended, union membership exceeded 
15,000,000. Although this union growth must be attributed to many fac- 
tors, it was without a doubt substantially hastened by the Wagner Act. 
If the Wagner Act is judged in terms of fulfillment of its stated policy 
of "encouraging the practice and procedure of collective bargaining,” it 
was eminently successful. 

On the other hand, the Wagner Act cannot be said to have mini- 
mized the causes of industrial disputes except in one important respect. 
The representation procedure of the Act provided a peaceful and demo- 
cratic means of determining whether a union had the right to represent 
a group of employees. The substitution of NLRB procedure for the use 
of force in determining this question was one of the great contributions 
of the Act. 

Insofar as strikes generally are concerned, however, the Wagner 
Act had little contribution to make. Congress gave the NLRB no author- 
ity to interfere in disputes over terms and conditions of employment. 
Once the union was certified as bargaining agent and the employer’s con- 
duct was purged of unfair labor practices, the Wagner Act left matters 
to the parties themselves. But since the protection of the Act spurred 
union activity, the period 1935-41 saw a great surge of union growth. A 
combination of immature unions and management inexperienced in in- 
dustrial relations resulted in numerous strikes which more mature and ex- 
perienced parties might have avoided. Critics of the Wagner Act blamed 
either the Act or its administration by the NLRB as the cause of the 
strife. Proponents of the Act blamed management opposition to both the 
Act and to unions as the cause. Perhaps a more accurate analysis would 
place the blame mainly on growing pains of unions and learning pains 
of management. 

At least by the end of 1946, after the great strikes of that year, a 
majority of the public probably blamed the Wagner Act for much of the 
industrial unrest. Critics of the Act were aided by some excesses on the 
part of the unions, especially those involved in refusing to honor NLRB 
certifications. Moreover, the assumption on the part of the proponents 
of the Wagner Act, which was frequently expressed in the early days of 
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the law, that once unions were effectively organized, strikes would de- 
cline, played into the hands of the opponents of the law, particularly 
after the many strikes of 1946. Hence when the Republican Party cap- 
tured control of Congress in 1946, its leaders believed that they had a 
mandate to enact legislation which would lessen the number of strikes — 
and this they believed meant drastic amendment of the Wagner Act. 

THE TAFT-HARTLEY ACT 

The Wagner Act was under severe public criticism from its enact- 
ment in 1935 until its amendment 12 years later. Beginning in 1941, a 
series of bills modifying the Wagner Act passed the House of Represen- 
tatives, only to be bottled up in the Senate Labor Committee. In 1946 
the so-called Case Bill passed both Houses of Congress but was effec- 
tively vetoed by President Truman. Two minor laws — the Hobbs Anti- 
Racketeering Law and the Lea Act— were passed by Congress in this 
period. The former attempted to curb alleged racketeering by Teamsters, 
union officials, and others charged with disguising extortion behind union 
demands; the latter was aimed at some of the more obvious "feather- 
bedding” activities of James Caesar Petrillo and the Musicians' Union. 
Neither law proved very successful. 

Throughout this period, organized labor remained firmly opposed 
to any amendment of the Wagner Act. To the pleas of liberal Congress- 
men that organized labor agree to minor modifications of the Wagner 
Act, union leaders turned a deaf ear. Their attitude resembled that of 
employers who in the period before 1935 refused to modify their views 
on union recognition, until compelled to do so by the Wagner Act. Con- 
sequently, labor’s friends in Congress had no constructive program with 
which to combat attacks on the Wagner Act. The amendment of the 
Wagner Act, which was finally enacted, therefore, strongly reflected the 
views of employer spokesmen whose objective was to curb the power of 
organized labor. 

The stage was set for restrictive labor legislation by the wave of 
strikes in 1946. In that year, time lost through strikes reached an all-time 
high of 113,000,000 man-days — a figure three times higher than in the 
previous year or in 1937, the two worst years up to that time. On four 
different occasions during the year 1946, nation-wide strikes paralyzed 
essential industries. The blame for these stoppages cannot be laid entirely 
at the door of labor. Workers will not ordinarily strike unless they be- 
lieve that their employers have refused to accede to reasonable demands. 
Nevertheless, the average American citizen was appalled by the power 
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of a union which, twice within the space of one year, could tie up a 
vital industry such as coal. Public utility strikes, like the lengthy strike 
of electric light and power workers in Pittsburgh, were particularly dam- 
aging to the union cause. Then followed the Congressional elections of 
November, 1946, which reflected strong public dissatisfaction with cur- 
rent labor policies and which were interpreted by Congress as a mandate 
for restrictive labor legislation. On June 23, 1947, the Labor-Manage- 
ment Relations Act — more popularly known as the Taft-Hartley Act — 
was passed by Congress over President Truman’s veto. 

Thus ended an important stage in the development of national labor 
policy in this country. The attitude of government toward collective bar- 
gaining by employees had passed through a succession of stages from 
active hostility in the early 1800’s when labor organizations were prose- 
cuted as conspiracies to active encouragement of union organization under 
the Wagner Act. Enactment of the Taft-Hartley Act represented a new 
stage in government treatment of both management and labor. The meta- 
morphosis which had occurred in public thinking on the subject of col- 
lective bargaining is well exemplified by a comparison of the original 
phraseology of Section 7 of the Wagner Act with its revised wording in 
the Taft-Hartley Act: ''Employees shall have the right to self-organiza- 
tion ... for the purpose of collective bargaining or other mutual aid or 
protection, and shall also have the right to refrain from any or all of such 
activities, , , Whereas formerly the weight of government influence 
had been placed behind union organizing activities, the government now 
adopted a neutral attitude, recognizing the right of employees to organize 
and not to organize. Henceforth, government was to be not a partisan 
but a policeman, protecting both management and labor from unfair 
practices. Whether such neutrality is possible is, of course, debatable. 

SCOPE AND ADMINISTRATION OF THE ACT 

The Labor-Management Relations Act of 1947 was, in form, an 
amendment of the Wagner Act. Title I incorporated the text of the Wag- 
ner Act with, however, a number of major modifications and additions. 
Title II, which dealt with conciliation of labor disputes and national 
emergency strikes, is discussed in Chapter 24. Title III authorized suits 
by and against unions, and Title IV created a joint committee to study 
and report on basic problems affecting friendly labor relations and pro- 
ductivity. Most of the provisions of the Act became effective either on 
June 23, 1947, or 60 days thereafter. However, closed shop, union shop, 
and other forms of union-security contracts in operation when the Act 
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was passed were not affected until expiration or renewal, even though the 
agreements might have as much as 2 or 3 years to run. Furthermore, 
union-security contracts signed within 60 days of the Act’s passage and 
running for a period of no more than a year were not affected until ex- 
piration or renewal. Thus the full impact of the Act on union-security 
contracts did not make its influence felt until about the middle of 1948. 

During most of the period in which the Act has operated, the de- 
mand for labor has been high, and therefore employers, in order to assure 
a satisfactory labor supply, have been inclined to forego exercise of some 
of the powers given them by the Act, which, if exercised, might restrict 
union activities considerably. In appraising the good and bad features 
of the Taft-Hartley Act, it is therefore necessary to consider its various 
provisions not only in the light of actual experience under them but also 
in the light of what effect they might have upon union-management re- 
lations in times of general unemployment. 

Administration 

Administration of the Act remained under the National Labor Re- 
lations Board, but a number of important changes were made in the com- 
position and power of the NLRB. Section 3 of the Act enlarged the 
Board from three to five members. To remedy the oft-repeated charge 
made against the Board under the Wagner Act that it was both judge 
and prosecutor, the prosecuting function was removed from the Board 
and vested in a General Counsel who was made completely independent 
of the Board. For a time it appeared that the effective operation of this 
agency would be impaired by disagreements between the independent 
General Counsel and the Board as to what employers and employees were 
subject to the Act. In early 1950, the Board revoked its prior issuance of 
administrative functions to the General Counsel and issued a modified 
substitute which subjected the General Counsel to the Board’s direction 
in matters of basic policy. 

Extent of Coverage of the Act 

Under both the original Wagner Act and the Taft-Hartley Act, the 
jurisdiction of the NLRB may be extended to any business "affecting 
commerce.” The NLRB has chosen, however, not to exercise fully the 
powers granted to it by Congress. Although the 1947 amendments re- 
stricted the powers of the Board to cede jurisdiction to the States and 
although a number of the amendments were specifically intended to pro- 
tect small employers from union excesses, the Board in 1950 and again 
in 1954 has laid down standards intended to exclude "local businesses” 
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from the Board’s jurisdiction. Unfortunately the Board’s interpretation 
of what is local is not always entirely logical. For example, the Board 
has exercised jurisdiction over restaurants, but has rejected any responsi- 
bility it may have to protect the rights of employers and employees in 
hotels. 

The action of the Board in thus limiting its jurisdiction has nullified 
in practice certain aspects of the protection which the Act attempted to 
afford to small employers. For example, the Taft-Hartley Act makes it 
an unfair labor practice to coerce an employer or self-employed person 
to join a union. Obviously this provision is most meaningful in the case 
of small employers or self-employed persons working without hired help; 
yet the Board will not ordinarily take jurisdiction of such cases because 
the business involved does not normally meet the Board’s jurisdictional 
requirements. 

The question arises as to what recourse is left to employers and em- 
ployees in cases that fail outside of the jurisdictional scope of the NLRB 
according to its self-imposed limitations. Section 10 (a') of the Taft-Flart- 
ley Act limits the power of the Board to cede jurisdiction to states which 
have labor laws consistent with the Federal Act. Twelve states, Hawaii, 
and Puerto Rico have at present comprehensive labor relations laws, but 
it appears that none of these have met the consistency requirement laid 
down in the Taft-Hartley Act. As a consequence, the NLRB has not 
ceded any jurisdiction to the states since the passage of the 1947 amend- 
ments. Some state courts have taken the position that state labor relations 
boards have the power to act in cases involving interstate commerce where 
the National Labor Relations Board has refused to assert jurisdiction. 
However, in a series of decisions in early 1947, the United States Supreme 
Court blocked this attempt to solve this "no-man’s land” problem by 
holding that Congress, by vesting in the NLRB jurisdiction over labor 
relations matters affecting interstate commerce, had completely displaced 
state power to deal with such matters, except where the NLRB expressly 
cedes jurisdiction pursuant to Section 10 (a) of the Act referred to above. 
It appears, therefore, that the solution to this jurisdictional problem will 
have to wait on Congressional action. A number of alternatives have been 
suggested. One approach would be to retain the broad powers of the 
NLRB as presently stated in the Act but ease the method by which the 
Board may cede jurisdiction to a state agency. Such action, it has been 
suggested, would encourage states to act more aggressively in the field 
of labor-management relations and reduce the need for federal law. An- 
other approach would have Congress itself, rather than the NLRB, spell 
out the jurisdictional requirements for action by the Board. Whatever 
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the solution, it should ideally preserve the flexibility of the Board as an 
administrative agency, avoid overwhelming it with a mass of cases be- 
yond its capacity to handle, provide a means for application of the gen- 
eral principles of the Taft-Hartley Act on a uniform basis, and assure 
that all employers and employees intended to be included within the 
coverage of the Act are in fact afforded the protection of the law. 

The Taft-Hartley Act made important changes in the definition of 
"'employer” and "employee” as these terms were used in the Wagner Act. 
Formerly, the term "employer” included "any person acting in the in- 
terest of the employer.” Now it was redefined to include any person acting 
as "agent” of an employer. The reason for this change was that the NLRB 
had held employers liable for unfair practices when these practices had 
actually been engaged in by minor supervisory employees who sometimes 
acted without authority and even contrary to express instructions from 
their employer. Union leaders, however, charged that this change in ter- 
minology had gone too far, since it would make it difficult for the NLRB 
to take action against employers’ associations which engage in "open- 
shop drives” or other unfair practices unless it could be proved that the 
employer had actually constituted the association his agent for this pur- 
pose. 

Most important, perhaps, was the removal of supervisor from the 
protective coverage of the Act. Under the Wagner Act, the NLRB vacil- 
lated as to whether or not that Act protected the right of supervisors to 
form unions and engage in collective bargaining, but it consistently held 
that the Act protected supervisors as employees from discriminatory prac- 
tices by employers. Under the Taft-Hartley Act, however, supervisors 
were deprived of both of these protections and were therefore compelled 
to rely solely on economic weapons to achieve their objectives. Supervisors 
could still join unions, but employers were free to use any means to in- 
timidate and forestall such organization. In practice, the Taft-Hartley 
Act dealt unions of supervisors a hard blow. After its enactment, con- 
tracts of the Foreman’s Association of America with Ford Motor Com- 
pany and other important firms were not renewed. However, the Act has 
had little effect in printing and other industries in which it was customary 
to include foremen in unions of employees. The Act distinguished be- 
tween straw bosses, lead men, setup men, and other minor supervisory 
employees, on the one hand, and supervisors vested with such genuine 
management prerogatives as the right to hire, fire, or discipline, on the 
other. Only the latter were excluded from the Act. 

The treatment of supervisors under the Taft-Hartley Act has been 
criticized on the ground that it disregards past history and practice and 
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attempts to assimilate to management a group whose fears and hopes and 
needs are in many cases more akin to those of employees than employers. 
Foremen and other classes of supervisors are in an anomalous position in 
American industry. They are supposed to be the representatives of man- 
agement in the shop, but they also have problems concerning their own 
wages and hours which tend to put them in the position of employees 
versus management. Under the Wagner Act, the NLRB certified unions 
of foremen. In doing so, the Board did not distinguish between independ- 
ent and affiliated unions of foremen. It did, however, place foremen in 
separate bargaining units from those of rank-and-file employees. This 
separation was more apparent than real in instances in which the same 
union was certified as the representative of the foremen and of the rank 
and file. The problem that concerned Congress was this: if employees 
belong to an AFL union and strike and the foremen also belong to an 
AFL union, will the foremen be loyal to management or to the AFL ? 
The Taft-Hartley Act seeks to discourage organization of supervisors and 
thus solve this problem of divided loyalties. The fact is, however, that 
foremen will not be loyal representatives of management unless manage- 
ment pays them adequately, hears their grievances, and through training 
and indoctrination makes them feel a part of the management group. 

HOW THE EMPLOYER WAS AFFECTED 

In form, the Taft-Hartley Act retained the five unfair labor prac- 
tices specified in the Wagner Act, and therefore, to a casual reader, it 
might appear that the employer is still subject to the same restrictions as 
under the Wagner Act. Actually, however, newly added provisions in the 
law afford the employer a number of important new freedoms. 

Free Speech 

The Taft-Hartley Act accepted in principle employers' complaints 
on the "free-speech” issue. Under the original Wagner Act, the employer 
was prohibited from interfering with employee-concerted activities. This 
was so construed that practically any opinion expressed by an employer 
against union organization was held to be an unfair labor practice. In 
the years immediately prior to enactment of the Taft-Hartley Act, how- 
ever, the Board modified its views so as to permit some employer opinions 
to be stated in the interest of preserving the right of free speech. The 
Taft-Hartley Act clarified this right by specifically providing in Section 
8(c) that the expression of any views, arguments, or opinions could not 
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be considered evidence of an unfair labor practice unless there was an 
actual threat of reprisal or force or promise of benefit. 

The protection afforded by this provision is capable of acting as a 
serious deterrent to union organizing activity in those areas, such as parts 
of the South where unions are not yet entrenched. The employer no 
longer has to remain neutral in a bargaining representative election, and 
can actively campaign for "'no union.'' Thus, for example, it is not an 
unfair labor practice under the Act for an antiunion employer to compel 
employees to meet on company time to hear an attack on unions, as long 
as the address is phrased in terms of "'opinion" rather than "threats." 
However, under the Democratic Truman administration, the NLRB 
sought to limit such freedom of speech by requiring employers who ad- 
dressed employees on company time and property to make equal time 
and facilities available for the union organizers. This requirement, which 
became known as the Bonwit Teller doctrine, was in keeping with the 
concept of the Board that "laboratory conditions" should prevail in an 
election with the employees not being subjected to undue persuasion. It 
is interesting to note that the proportion of "no union" votes in represen- 
tation elections, though greater today than in the early days of the Wag- 
ner Act, was not greater in the first 4 years of the Taft-Hartley Act than 
in the last 4 years of the Wagner Act.^ Such "laboratory conditions," 
however, may be difficult to maintain under the new revised interpreta- 
tions of the Board. In late 1953, the NLRB, reflecting the views of a Re- 
publican-appointed chairman and member, reversed the Bonwit Teller 
doctrine and held that up to 24 hours before a representation election, 
the employer may address his employees on the subject of union organiza- 
tion without giving the union the same privileges, provided he makes no 
threats or promises of benefit. If he speaks within the 24-hour period, a 
new election may be held, but he will not be charged with an unfair labor 
practice. In reversing its previous decisions, the NLRB took the position 
that it was not the intent of Congress that "one party must be so strangely 
open-hearted as to underwrite the campaign of the other." The Board 
questioned whether the union would permit the employer to take over a 
meeting in the union hall to present his views. 

The present interpretation of Section 8(c) has undoubtedly 
strengthened the hand of antiunion employers in resisting union organi- 
zation. Although this Section has thus been interpreted to insure freedom 
of speech to employers, its benefit to unions has been restricted by NLRB 
and judicial construction. Unions hoped that this section would also pro- 

See S. H. Slichter, "Revision of the Taft-Hartley Act,” Quarterly Journal of Eco- 
nomics, Vol. LXVII (May, 1953), pp. 154-55. 
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tect all forms of peaceful picketing in which union men carried placards 
expressing their opinions in a labor dispute. However, both the Board 
and the Supreme Court have adopted the view that picketing is more 
than mere expression of opinion, and that Section 8(c) does not limit 
the other sections of the Taft-Hartley Act which prohibit picketing in 
various classes of disputes. 

Reinsfafemenf and Disesfablishmenf 

Section 10(c) of the Act prohibited the Board from ordering rein- 
statement or back pay in any case where the discharge was made '"for 
cause.’’ This provision was included, according to the majority report of 
the House Labor Committee, in order to ''put an end to the belief, now 
widely held and certainly justified by the Board’s decisions, that engag- 
ing in union activities carries with it a license to loaf, wander about the 
plants, refuse to work, waste time, break rules and engage in incivilities 
and other disorders and misconduct.” The basis for this charge does not 
appear to have been factual. President Truman, in his message vetoing 
the Taft-Hartley Act, expressed the fear that this clause would permit an 
employer to dismiss a man on pretext of a slight infraction of shop rules, 
even though his real motive was to discriminate against the man for his 
union activity. However, the NLRB has indicated that it will not allow 
this clause to be used as subterfuge. For example, in one case, a company 
reduced its force by one hundred fifty men because of economic condi- 
tions, and it included in this number a disproportionately large number 
of union members and participants in a recent strike. The Board held 
that these discharges could not be camouflaged as "for cause.”® The 
NLRB has continued to order reinstatement where circumstances warrant 
this remedy for workers illegally discharged. During the fiscal year of 
the NLRB ending June 30, 1956, in cases filed against employers, a total 
of 593 workers were ordered reinstated in their jobs and 603 workers 
received back-pay awards.® 

The Taft-Hartley Act required modification in NLRB practice with 
regard to disestablishment of unions as bargaining agents. After passage 
of the Wagner Act, employers sought to satisfy the collective bargain- 
ing provisions by inducing employees to bargain through so-called com- 
pany unions, unaffiliated with national unions. Frequently, such company 
unions were dominated by employers who paid their expenses and ap- 
pointed their officers. Where this condition was found to exist, it was the 

s NLRB V. Sandy Hill Iron Brass Works, 22 LRRM 2021. 

® Twenty-First Annual Report of National Labor Relations Board (Washington, D.C., 
1957), p. 2. 
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practice of the Board to order disestablishment. An organization affected 
by such an order, no matter if its members and officers subsequently 
purged themselves of the taint of employer domination, would not there- 
after be permitted recognition. By contrast, when an employer assisted 
an AFL union to get a majority in order to keep out a CIO union, the 
Board merely directed the offending employer to cease giving such as- 
sistance. The Taft-Hartley Act sought to compel uniform treatment of 
both unaffiliated and affiliated unions. 

The NLRB policy under the Taft-Hartley Act has been to disestab- 
lish a union, whether it is affiliated or unaffiliated, if the employer domi- 
nated it; or to cut off its bargaining rights temporarily, if the employer 
gave it illegal assistance. While this policy is applied uniformly to both 
unaffiliated and affiliated unions, there has been, in practice, little change 
from the earlier procedure under the Wagner Act, since affiliated unions 
are seldom found to be ''dominated,'’ and therefore the most that will be 
done to them is a temporary withdrawal of bargaining rights, subject to 
certification in a new election. However, in one case, the NLRB ordered 
disestablishment of a local of the AFL's Teamsters’ Union on the ground 
that it had been unlawfully dominated and assisted by an employer in 
order to prevent a CIO union from organizing the company’s employees. 

Procedural Privileges 

Employers were also granted important procedural rights. Whereas 
previously employers could petition for an election only when confronted 
with demands for bargaining rights by two or more competing unions, 
they could now seek an election whenever a union made a demand for 
recognition. The grant of this privilege to the employer restrained pre- 
mature claims of representation by unions attempting to organize a plant; 
for if the union failed to secure a majority vote in an election called by 
the employer, the Act prohibited the holding of another election for 12 
months. The right to request an election has been frequently utilized by 
employers. During the fiscal year July 1, 1955, to June 30, 1956, employ- 
ers petitioned for elections in 595 cases.^^ 

Another important right provided in the Taft-Hartley Act is the 
privilege to sue unions in federal court for breach of contract. Contrary 
to the grim prognostications of union leaders, there has been no rush by 
employers to sue unions. As a matter of fact, since 1950 the number of 
damage suits brought under this section of the Act in federal courts has 
declined. From this it would appear that the newness has worn off and 

10 Twenty-First Annual Report of National Labor Relations Boatd, p 2. 
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the use of this privilege is becoming less important in the minds of em- 
ployers generally. 

The federal district courts in New York have handled more litiga- 
tion under the jurisdiction of Section 301 (suits involving violation of 
contract between an employer and a labor organization or between labor 
organizations) and Section 303 (suits against labor organizations that 
engage in secondary boycotts and other unlawful activities) than any 
other federal courts in any single judicial circuit. These courts processed 
a total of seventy-four cases in the first 5 years after enactment of these 
sections. Analysis of the disposition of these cases indicates that only 
four of these cases resulted ultimately in money judgments, and in only 
one of these was the court judgment paid to a plaintiff employer. 

This record indicates forcefully why labor disputes cannot be settled 
adequately in a court of law. Labor relations are a continuing relation- 
ship. Litigation only engenders hostility and makes honest collective bar- 
gaining more difficult. The threat of a damage suit may be useful to em- 
ployers as a bargaining strategy, but the diminished use of this section 
by employers indicates the recognition by the latter of the shortcomings 
of this approach to solution of labor difficulties. 

One direct result of the inclusion of these sections in the Taft-Hart- 
ley Act has been the increase in frequency of clauses in labor contracts 
protecting the union against financial liability in the event of unauthor- 
ized strikes. Contrary to expectations, however, there appears to have 
been no reduction in the frequency of no-strike clauses in labor agree- 
ments negotiated since enactment of the Taft-Hartley amendments. 

HOW UNIONS WERE AFFECTED 

Unfair Labor Practices 

The Wagner Act sought to overcome the disparity of bargaining 
power between employers and employees which existed at the time of its 
enactment. Therefore its restrictive provisions were all directed at em- 
ployers, while unions were left free to engage in strikes, picketing, and 
various forms of coercion short of violence, in order to achieve organiza- 
tion of the workers. For this reason, the Wagner Act was criticized as 
being a one-sided law. The Taft-Hartley Act was designed to remedy 
this onesidedness. It proceeded on the assumption that substantial equal- 
ity of bargaining power had been achieved and that therefore both union 
and management should be subject to similar prohibitions regarding un- 
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fair practices.^^ Those to which unions are subject are six in number, 
enumerated in Section of the Act: 

1. Restraint or Coercion. It was made an unfair labor practice for 
a union to restrain or coerce employees in the exercise of the rights guar- 
anteed them in Section 7. The latter guarantees the right to bargain col- 
lectively through representatives of the employees’ own choosing and 
also the right to refrain from such activity (except where a union shop 
has been authorized by law). This section was intended to protect indi- 
vidual employees from the strong-arm tactics of union '"goon squads” 
which, allegedly by threat and intimidation, sometimes secured a ma- 
jority vote which did not reflect the preference of the workers. Union 
officials, however, argued that if this section was directed at physical as- 
saults and threats of violence, state and local laws were already adequate 
to deal with this problem, whereas if it applied to conduct short of physi- 
cal coercion, it could be used by antiunion employers to obstruct the or- 
ganizing activities of unions. Moreover, NLRB secret ballot elections 
would appear to blunt the efforts of *'goon squads.” 

2. Illegal De?nands for Union Security. It was made an unfair la- 
bor practice for a union to cause an employer to discriminate against an 
employee for nonmembership in a union unless there was a union-security 
contract with the employer which was recognized under the Act. The 
closed shop was prohibited even though both employer and employees 
were satisfied with its operation.^^ This prohibition, if enforced, could 
have had far-reaching effects upon labor relations in view of the fact that 
prior to enactment of the Taft-Hartley law, in the neighborhood of 
4,800,000 employees worked under closed-shop arrangements.^^ How- 
ever, on the whole, closed-shop industries have either ignored the prohibi- 
tion or have circumvented it. This part of the law imposes no penalties 
and therefore is not brought into operation unless an individual employee 
charges an unfair labor practice. 

A union-shop provision in a collective agreement was recognized 
under the Act if it allowed at least 30 days after hiring before new em- 
ployees were required to become members of the union. However, before 
a union could negotiate such a security provision, it was required to fulfill 

Despite this change in emphasis, more than 80 per cent of the Board’s time under 
the Taft-Hartiey Act has been spent in handling cases submitted by unions, not employers. 

1^ The closed-shop ban was held by both the NLRB and the Supreme Court to outlaw- 
union hiring halls. These hiring halls are common in the maritime industry where the union 
runs a central employment office that receives requests from employers for workers and 
assigns jobseekers to the openings. 

Monthly Labor Review, Vol. LXIV (May, 1947), p. 766. 
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a number of conditions: (a) file all required reports and affidavits; (h) 
receive designation as bargaining representative by a majority of employ- 
ees; (c) show that at least 30 per cent of the employees in the bargaining 
unit wish to authorize the union to make a union-security agreement; 
(d) secure a majority vote of all employees in the unit in favor of such a 
clause, in a specially conducted NLRB election. Even if the union was 
able to satisfy all the above requirements and if an employer engaging in 
interstate commerce was willing to grant the union shop, its inclusion in 
a collective bargaining contract was prohibited under the Act if the par- 
ticular state in which the business was located imposed more drastic 
conditions on union-security clauses or forbade them entirely.^* 

The requirement that the union shop could be adopted only after 
an election supervised by the NLRB, even if both the employer and all 
employees favored it, was included in the original Taft-Hartley Act be- 
cause of the concern of Congress that some employees might in the ab- 
sence of a secret ballot be coerced into accepting the union shop. The 
union-shop election procedure, however, proved to be a time-consuming 
and costly formality. Until October 22, 1951, when the Act was amended 
by the so-called Taft-Humphrey Amendments so as to permit voluntary 
union-shop contracts without elections, 46,146 union-shop elections were 
held by the NLRB covering 6,545,001 employees. Three quarters of the 
employees involved voted in favor of the union shop, and negotiation of 
union-shop agreements was authorized in 97 per cent of the elections.^® 
As a result of the Taft-Humphrey Amendments, union-shop and main- 
tenance-of-membership provisions may now be included in collective bar- 
gaining agreements without approval in NLRB elections; closed-shop 
and preferential-hiring agreements are still banned. Elections will now 
be ordered by the NLRB with respect to the union shop only when at 
least 30 per cent of the employees ask to rescind a union’s authority to 
make union-security agreements. If a majority of employees vote to re- 
scind the authority in a deauthorization election, the union will not be 
entitled to include a union-shop clause in its contracts. 

If a labor organization succeeds in winning a union shop, the power 
of the union officials to dismiss a member from the union and hence from 
his job is circumscribed by a provision of the Act which makes it illegal 
for a union or an employer to enforce a union-security clause against 

This provision ran counter to the usual principle that state laws are superseded by 
federal legislation on the same subject matter. The Taft-Hartley Act not only applied the 
state law but declared further that the state law should apply to employers engaged m inter- 
state commerce, as well as those whose business was purely local. 

Monthly Labor Review, Vol. LXXVI (August, 1953), p. 837. 
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anyone for any reason other than nonpayment of dues or initiation fees. 
This clause was intended to curb the power of labor leaders who were 
able to stifle opposition by their power to discharge objectors from the 
union and thus, under a union-shop contract, deprive them of their right 
to work in the plant. Union officials alleged that such abuses character- 
ized only a few unions, whereas this clause would weaken the disciplinary 
authority of all unions. For example, in a company where there was an 
established certified union with a union shop, this clause seemed to allow 
disaffected employees freely to engage in dual union organizing activities 
without fear of losing their jobs. Labor leaders also alleged that under 
protection of this clause, antiunion employers would be free to use spies^^ 
in the plant and inside the union without the union’s being able to obtain 
their discharge. 

3. Refusal to Bargain. It was made an unfair practice for a union 
to refuse to bargain collectively with an employer. This provision was di- 
rected at those unions which had become so powerful that their '‘bargain- 
ing” activities consisted of presenting demands with a "take it or leave 
it” attitude. 

4. Illegal Strikes and Boycotts. It was made an unfair labor prac- 
tice for a union to engage in or to encourage any strike^'^ or refusal by 
employees to use, manufacture, transport, work, or handle certain goods 
if any object of such action was any one of the following: 

a) To require an employer or self-employed person to join a union 
or an employer organization. The purpose of this clause was to prevent 
unions from forcing independent businessmen, such as plumbers, bakery 
deliverymen, and others, to join a union. Congress believed that the eco- 
nomic independence of these groups should be protected, even though 
their hours of work and earnings might affect the standard of employees 
who work for hire in the same occupation. 

b) To force the employer or any other person to cease dealing in 
the products of another employer or to cease doing business tvith any 
other person. This clause was directed at the so-called secondary boycott. 
If employees in plant A strike to compel employer A to grant higher 
wages, or to grant a union shop, this involves direct action against the 
employer primarily involved in the dispute; but if the employees, having 

The Senate Civil Liberties Committee reported in 1939 that prior to the Wagner 
Act, labor espionage was the prevailing pattern of American industry. The Senate Committee 
found as a sample that of 1,228 Pinkerton labor spies, 331 had infiltrated into unions, and of 
these at least 100 had held elective offices in unions, one even attaining the position of na- 
tional vice-president of his union. See Statement of Hon. Elbert Thomas of Utah in United 
States Senate, April 30, 1947, Congressional Record, Vol. XCIII (1947), p. 4403. 

The Act defined "strike” to include a concerted stoppage or slowdown. 
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a grievance against employer A, picket, or induce a strike in company B 
which uses the products of plant A, then a secondary boycott or sec- 
ondary action is involved. The Taft-Hartley Act has been construed by 
the NLRB and the courts to outlaw all types of secondary boycotts. The 
late Senator Robert Taft, who was a co-author of the Act, stated in 1947 
that his Committee heard evidence for weeks on ‘'good secondary boy- 
cotts and “bad’' secondary boycotts but “never succeeded in having any- 
one tell us any difference between different kinds of secondary boycotts. 
So we broadened the provision dealing with secondary boycotts as to 
make them [all] an unfair labor practice.”^^ Congress not only made the 
secondary boycott an unfair labor practice but also it directed the NLRB 
to seek federal court injunctions against its continuance under certain cir- 
cumstances and furthermore authorized damage suits to be brought in 
federal court by employers against unions which engage in secondary 
boycotts. Congress condemned secondary boycotts on the ground that 
they unduly widen the area of industrial disputes by interrupting the 
operations of employers only remotely connected with the chief cause of 
the controversy. 

Union leaders objected vehemently to these provisions of the Act. 
They pointed out that the Act even outlawed such traditional union ac- 
tion as a concerted refusal to handle “scab” products made in a nonunion 
shop or in a shop in which a strike was in progress. Even where one non- 
union employer threatened the working standards of an otherwise fully 
organized industry, a refusal on the part of employees in the organized 
plants to handle or process goods intended for or coming from the non- 
union plant would violate the Act. 

One of the most difficult problems arising in connection with the 
ban on secondary boycotts was the determination as to where primary 
action ended and secondary action began. For example, if a picket line 
around Plant A in which a labor dispute existed prevented drivers from 
Employer B from entering and picking up merchandise, was the picket 
line unlawful because of its effect on employees of Employer B.^ The 
NLRB has answered no, since the strike against A is privileged activity, 
and the repercussions on B are only incidental. But suppose the primary 
dispute is with a trucking company. Can the employees of that company 
picket the trucks which they are loading and unloading on the premises 
of Employer B.^ This raises the question of the so-called “ambulatory 
situs” — the trucks are in a sense an extension of the employer’s business 
site. The Board has ruled that such picketing is permissible where it is 


Congressional Record, Vol. XCIII (1947), p. 4198. 
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confined to one employer and conducted at the only place where the union 
could picket effectively.^^ 

In this circumstance, the picketing was permissible even though it 
occurred on the premises of a neutral employer; yet in construction in- 
dustry cases a different result has been reached. Here it is customary for 
a general contractor and subcontractors to work on the same premises. 
Suppose employees of the general contractor or union subcontractors 
picket the premises in protest over another subcontractor using nonunion 
labor. The Supreme Court has decided that the various contractors are 
to be treated as independent employers and that such union action aimed 
at causing one contractor to cease doing business with another constitutes 
an unlawful secondary boycott. 

To force or require an employer (including the employer of the 
strikers ) to recognize or bargain with one union if another union is the 
certified bargaining agents or to force another employer (not the em- 
ployer of the strikers ) to recognize an uncertified union. This clause was 
intended to protect employers from strikes by an uncertified union aimed 
at compelling the employer to deal with it rather than with another union 
already certified. Under the Wagner Act, many companies found them- 
selves in a disastrous dilemma as a result of rivalry between CIO and 
AFL unions. If the employer yielded to the pressure of the uncertified 
union, he violated the Wagner Act and was subject to sanctions for so 
doing. If he did not yield, his business could be destroyed. He could get 
no injunction or court relief against the picketing because of the anti-in- 
junction provisions of the Norris-LaGuardia Act. 

The dilemma to the employees was as real. Because they had exer- 
cised their right of free choice, they stood to lose their jobs through the 
efforts of the union which they had rejected. 

The Teamsters’ Union, AFL, which employed picketing as its meth- 
od, and the International Brotherhood of Electrical Workers of America, 
AFL, which instituted boycotts through its control of building construc- 
tion workers, were the principal offenders in attempting to compel dis- 
regard of NLRB certifications. The latter, in the last days of the Wagner- 
Act, invoked a nation-wide boycott of the products of the large Westing- 
house Electric Company because most of the production workers of the 
company had chosen to be represented by a rival CIO union. In many 
cities, this boycott was quite effective because members of the Interna- 
tional Brotherhood of Electrical Workers of America controlled all elec- 
trical installation and construction work. The attempts on the part of 
unions to nullify the right of workers to join unions of their own choosing 

Schultz Refrigerated Service, Inc., 87 NLRB No. 82 (1949). 
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were indefensible and completely at variance with the basic principles of 
the Wagner Act. Such activities were also, of course, part of the basic 
conflict between the principle of exclusive jurisdiction upon which Amer- 
ican unionism had been built and the principle of self-determined organi- 
sation which the Wagner Act made law. 

The Taft-Hartley Act made such strikes illegal and made it manda- 
tory for the NLRB to seek injunctive relief in the courts, if, after a pre- 
liminary investigation, there was reason to believe that the union was 
engaging in a strike prohibited by this section. 

d) To force or require an employer to assign particular work to 
employees in one union or craft j rather than to employees in another 
union or craft. This clause was intended to outlaw the so-called juris- 
dictional strike. Such strikes, growing out of controversies as to which 
craft has the right to perform a particular job, were particularly common 
in the construction industry and evoked widespread public criticism. As 
a direct result of the enactment of the Taft-Hartley law, the building- 
trades unions set up machinery to adjust jurisdictional disputes among 
the various crafts. 

A union which engaged in any of the activities banned in the above 
four situations committed an unfair labor practice and rendered itself 
liable in damages to anyone whose business or property was injured as a 
result of the strike. Moreover, when a charge was filed alleging that a 
union was engaging in activities under {a), (b), or (c) above, it was 
made mandatory that the Board seek an injunction against the union, if 
the Board had reasonable cause to believe the charge was true. In the 
case of jurisdictional disputes, however, the Board had to hear and de- 
cide such cases itself unless within 10 days after the charge had been 
filed, the parties agreed to voluntary adjustment. The mandatory injunc- 
tion provision mentioned above did not apply to jurisdictional disputes, 
but the NLRB could seek an injunction in situations where such relief 
was appropriate. 

5. Excessive Initiation Fees. It was made an unfair labor practice 
for a union which had a union-shop agreement to charge membership 
fees in an amount which the Board found excessive or discriminatory 
under all circumstances. Little, if any, effect has been given to this pro- 
vision. 

6. Featherbedding. It was made an unfair labor practice for a 
union to "cause or attempt to cause an employer to pay or deliver or 
agree to pay or deliver any money or other thing of value, in the nature 
of an exaction, for services which are not performed or not to be per- 
formed.” This clause is sometimes referred to as the "antifeatherbed- 
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ding’” provision, but actually its scope is much more limited than the 
practice of make- work rules which is ordinarily encompassed within the 
term "featherbedding.” If some work is performed in return for the com- 
pensation — even though it is mere standing around during a recorded 
broadcast — then the statutory requirement of "services which are not per- 
formed” is not satisfied, and the provision is not applicable. Thus the 
Supreme Court ruled that the practice of the International Typographical 
Union in requiring pay for setting so-called "bogus” type which is not 
used and the practice of the American Federation of Musicians of re- 
quiring pay for "standby orchestras” when outside bands play in local 
theatres were both lawful under this provision. 

Loyalty Affidavit 

One of the most controversial provisions of the Act was directed 
at Communist officers who have been in power in a few American unions. 
Section 9(h) of the Act disqualified a labor organization both as a bar- 
gaining agency and complainant under the Act unless there was on file 
with the Board an affidavit executed "by each officer of such labor or- 
ganization and the officers of any national or international labor organi- 
zation of which it is an affiliate or constituent unit that he is not a member 
of the Communist Party or affiliated with such party, and that he does 
not believe in, and is not a member of or supports any organization that 
believes in or teaches the overthrow of the United States Government by 
force or by any illegal or unconstitutional methods. 

This provision evoked considerable criticism, both from unions and 
other sources, on the ground that it was unconstitutional to discriminate 
on the basis of membership in the Communist Party when that party was 
a legal organization entitled to a place on our electoral ballots. However, 
the Supreme Court settled this issue in 1950 by ruling that Congress had 
^ a right to require the oaths to protect the public against the "evils of 
conduct.” Union spokesmen also argued against the one-sided nature of 
the affidavit provision which required the loyalty oath from union officers 
but not from employers. 

Some critics questioned whether the most effective method of driv- 
ing Communists from unions was to deny locals all over the country the 
protection of the Act simply because one officer in the parent international 

20 Settling an issue which was once much debated, the United States Supreme Court in 
1951 held that under Section 9(/^), the AFL and CIO are 'national or international organi- 
zations” whose officers must file non-Communist affidavits if their subsidiary organization^ 
are to be permitted to use the processes of the NLRB. 
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refused to sign the affidavit. Consequently, a number of the largest and 
strongest unions— among them the United Steelv/orkers, International 
Typographical Union, and the United Mine Workers — initially declined, 
as a matter of principle, to comply with this provision.^^ Such noncom- 
pliance meant that these unions could not seek the aid of the Board in 
requiring an employer to bargain with them, nor could they be certified 
in a NLRB election. However, these unions were sufficiently well en- 
trenched in their respective industries so that, by and large, employers 
did not refuse to bargain with them on the ground of their noncompliance 
with this affidavit provision. 

Noncompliance by many Communist-dominated unions did, how- 
ever, prove very detrimental to these organizations. The noncomplying 
United Electrical, Radio and Machine Workers of America and other 
left-wing unions lost thousands of workers both to AFL-CIO unions, such 
as the United Automobile Workers, and to other rivals. Severe member- 
ship losses were also suffered by the International Union of Mine, Mill 
and Smelter Workers, the United Farm Equipment and Metal Workers of 
America, and the United Office and Professional Workers of America, 
all former left-wing CIO unions. After several defections, the latter two 
organizations complied technically with the Act by removing officers with 
direct Communist connections, electing alleged ' 'stooges’' in their places, 
and placing the former officers in appointive jobs which held the real 
power but which did not come within the purview of the affidavit. This 
gave these unions access to the NLRB once more. 

The loyalty affidavit provision of the Taft-Hartley Act clearly 
strengthened the hand of non-Communist elements in unions. However, 
the provision was frequently evaded by use of front men and fellow 
travelers as we have already observed. 

Reports and Financial Accounts 

In order to make use of the machinery of the Board, unions were 
also required to file with the Secretary of Labor copies of their constitu- 
tions, bylaws, reports showing salaries of officers above $5,000, initiation 
fees, and annual financial statements. Unions are big business, collecting 
millions of dollars a year in the form of dues and fees. Such safeguards 
as requiring filing of union financial reports therefore seem desirable. 
Unfortunately, the unions which do not voluntarily file financial reports 
are concentrated in the buildings and amusement trades and are so well 

21 The Steelworkers have since complied with the filing requirements. The United 
Mine Workers and the International Typographical Union still refuse to file on grounds of 
principle, although they are strongly anti-Communist in outlook and policy. 
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entrenched that they have little need to use the NLRB and hence do not 
have to comply with such provisions. 

Restrictions on Political Contributions 

The Act made it unlawful for any labor union to make a contribu- 
tion or expenditure in connection with any election to any federal politi- 
cal office. The prohibition as to contributions corresponded to a similar 
prohibition applicable to corporations under the Corrupt Practices Act. 
Addition of the broad term * 'expenditures/' however, in the restriction 
applicable to unions, raised doubts as to the constitutionality of the provi- 
sion. The Supreme Court has held that the ban of this section does not 
apply to expenditure of union funds in publishing the CIO Neti^s which 
advised members to vote for certain candidates in a Congressional elec- 
tion.^^ 

Contributions to Union Welfare Funds 

In recent years, health and welfare funds supported in whole or in 
part by employer contributions have become increasingly popular as a 
subject of union-management negotiation. Such funds require the collec- 
tion of very large sums of money. Consequently, Congress felt the need 
for legislation which would hold union leaders to strict accountability in 
the administration of such sums. Section 302 of the Act attempted to 
accomplish this purpose by permitting welfare funds maintained by em- 
ployer contributions only when the payments are held in trust and the 
fund is administered jointly by employer and employee representatives, 
with neutral persons available to settle possible disputes. However, funds 
in existence prior to January, 1946, were exempted. Furthermore, experi- 
ence demonstrated that employers evidence little interest in the adminis- 
tration of such joint funds with the result that in some industries corrupt 
union officials were able to utilize the tremendous sums which build up 
over a period of time in such funds to their own personal gain. Congres- 
sional investigation of the handling of certain of these welfare funds led 
to such shocking disclosures that it became clear that further legislation 
would be required in order to conserve and protect such funds against 
possible abuses. 

HOW THE INDIVIDUAL WORKER WAS AFFECTED 

A major objective claimed by the framers of the Taft-Hartley Act 
was to protect individual employees from the arbitrary power wielded by 

22 us V. aO, 22 LRRM 2194. 
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some labor leaders. Consequently, a number of important new privileges 
were granted to employees, with corresponding limitations on unions, on 
the theory that the actions of the latter have not always been truly repre- 
sentative of the will of the workers in the collective bargaining unit. 

Elections 

The Taft-Hartley Act made a number of important changes in elec- 
tion procedure. Under the original Wagner Act procedure*, if two or more 
unions were on the ballot in an election to choose a bargaining represen- 
tative, the employees voting in a "runoff’’ election did not have an oppor- 
tunity to cast a negative vote (i.e., no union) in the runoff, unless the 
no-union choice had received a plurality of votes cast in the first election. 
In other words, the employees were limited in the runoff election to a 
choice between two unions, even though one of these unions might have 
run in third place. Later, the NLRB changed this procedure by requiring 
the two highest choices to be placed on the runoff ballot so that the "no- 
union” choice could appear on the runoff ballot even if it had not received 
a plurality of votes in the first election. The Taft-Hartley Act made this 
procedure a matter of law. 

The Act also gave employees the right to seek elections to decertify 
a bargaining representative which no longer represented the majority of 
workers. In decertification elections held under the Act, the bargaining 
representative has been decertified in about three out of every four elec- 
tions, indicating that in many cases, unions, in the course of time, cease to 
represent the will of the majority of workers.^^ 

Representation elections still require a major portion of the Board’s 
time. Representation cases filed during fiscal 1956 totaled 8,076, an in- 
crease of 12.7 per cent over the 7,165 cases filed in the preceding year. It 
is interesting to observe that at the same time unfair labor cases, which 
had reached an all-time high in fiscal 1955, showed a decrease of 14.7 
per cent. The increase in representation cases and the decrease in unfair 
labor cases reversed a trend which had been going on since 1953, i.e., a 
steady rise in the proportion of unfair labor practice cases in the Board’s 
case load.^^ 

The Taft-Hartley Act also made an important change in the rule 
governing the right of employees on strike to vote in representation elec- 
tions. Under the Wagner Act, the Board had ruled that in a strike caused 
by employer unfair labor practices, only strikers were eligible to vote, 

S. H. Slichter, "Revision of the Taft-Hartley Act,” Quarterly Journal of Economics, 
Vol. LXVII (May, 1953), p. 160. 

Twenty-First Annual Report of National Labor Relations Board, p. 1. 
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since they were entitled to reinstatement, whereas in a strike over eco- 
nomic issues, both replacements and strikers were eligible to vote. The 
Taft-Hartley Act, however, contained a specific provision that ''employ- 
ees on strike who are not entitled to reinstatement shall not be eligible to 
vote.” In an economic strike, the employer has the legal right to fill jobs 
of strikers with permanent replacements. This provision, therefore, con- 
ceivably could enable an antiunion employer to provoke a strike, recruit 
replacements, and then call for an election. The strikebreakers would 
elect "representatives,” and this would bar an independent effective union 
from calling an election for a year. This provision was of greatest danger 
to unions representing relatively unskilled employees who could be easily 
replaced.^^ 

Ban on Compulsory Checkoff 

The Act prohibited the compulsory checkoff, the method by which 
union dues are deducted by the employer from the worker’s wages and 
paid directly to the union treasury. The checkoff of membership dues 
was made lawful only where individual employees execute a written as- 
signment of wages for not longer than one year, or for the duration of the 
applicable union contract, whichever is shorter. 

Bargaining Unit Problems 

Under the Taft-Hartley Act, as under the Wagner Act, the NLRB 
continued to be vested with the authority to determine the appropriate 
bargaining unit. This authority, however, was limited in the case of pro- 
fessional employees, craft workers, and guards. 

Professional Employees. Under the Wagner Act, the NLRB cus- 
tomarily excluded professional employees from all bargaining units of 
production and maintenance workers. The Board based its policy on the 
fact that professional employees and production workers had no common 
history of collective bargaining, and that, from the standpoint of edu- 
cation, experience, economic interest, relation to their employer, and 
method and amount of compensation, there was little, if any, mutuality 
of interest between the two groups. 

When the bargaining unit problems involved professional employ- 
ees and subprofessional technicians and/or white-collar workers rather 
than production workers, the policy was somewhat different. In such in- 

25 Even under the Taft-Hartley Act, the NLRB continues to allow both strikers and 
their replacements to vote and segregates any challenged ballots. If the challenged ballots 
would affect the result of the election, the Board then considers them in the light of the 
employment status of the individual strikers and their replacements. 
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stances the Board ruled that its so-called *‘Globe”“^ doctrine applied. In 
a key case the Board stated: "Upon the entire record we find that the 
professional employees might properly be considered either as a separate 
unit or as part of a larger unit composed of professional and nonprofes- 
sional employees. Under such circumstances, we apply the principle that 
the determining factor is the desires of the professional employees. We 
shall, therefore, direct separate elections in order that we may ascertain 
the wishes of the professional employees. 

Despite the apparent fairness of this policy, a number of profes- 
sional associations felt that the NLRB was not giving due consideration 
to the problems of professional employees. This view, even though based 
upon a misunderstanding of the NLRB's policies, resulted in a growing 
demand on the part of various professional agencies for amendment of 
the Wagner Act. 

Such amendment was secured in the Taft-Hartley Act which pro- 
vided that the NLRB shall not decide that any unit including professional 
and nonprofessional workers is appropriate for collective bargaining un- 
less a majority of such professional employees vote for inclusion in such 
unit. In effect, this wrote into law the NLRB’s "Globe” doctrine as far 
as professional employees are concerned. 

Cfaft-lndustrial Problems. Under the Wagner Act, one of the most 
difficult problems faced by the NLRB was the contest between AFL and 
CIO unions as to whether the appropriate bargaining unit should be a 
craft or an industrial unit. Such a situation frequently arose in the metal 
industries, where, for example, a CIO union would ask that all produc- 
tion and maintenance workers be placed in the same unit; but the CIO’s 
petition might be contested by the AFL patternmakers, which might be 
able to point out that the patternmakers in the plant were actually mem- 
bers of its organization. 

In such a case, the Board would consider the claims of both parties, 
and if it found, upon the basis of all the factors, that the craft could 
logically lay claim to consideration as a separate bargaining unit, and if 
there was reasonable doubt as to whether the majority of this craft pre- 
ferred representation by the craft union, or by the union claiming wider 
jurisdiction, the NLRB permitted the workers in the craft to determine 
the issue for themselves. The Board accomplished this by providing that 
the workers in the craft would have a choice in an election of the craft 

26 The "Globe” doctrine, which involves the principle of self-determination by a 
particular group of employees as to their bargaining unit, is so-called because it was first 
enunciated in the case of Globe Stamping and Machine Company. 

2'J' Shell Development Co., 38 NLRB 196 ( 1942 ) . 
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union, the industrial union, or no union, whereas the other production 
and maintenance workers would vote only for the industrial union or no 
union. If the craft union won the election among the patternmakers and 
the industrial union among the other workers, the Board would then di- 
vide the plant into two units and certify the craft union as bargaining 
agent for the craft and industrial union as bargaining agent for the re- 
maining production and maintenance workers. If, however, the indus- 
trial union won bargaining rights for both the craft and the other pro- 
duction and maintenance workers, the NLRB would place the craft in 
the same unit as the other production and maintenance workers and would 
certify the industrial union as the bargaining agent for the single large 
unit. Finally, if either group voted for no union, no certification would 
be issued where the workers did not wish to be represented by a union. 

The Board’s determination in such cases did not satisfy either the 
CIO or the AFL. The Taft-Hartley Act sought to settle this issue by writ- 
ing into law the restriction that the Board may not decide that a craft 
unit is inappropriate on the ground that an industrial unit had already 
been established by a prior Board determination, unless a majority of 
employees in the proposed craft unit vote against the craft unit. This 
clause was critici2ed by CIO officials who argued that it could be used 
to permit various splinter craft groups to break off from established 
industrial unions. These fears proved groundless, however, and in actual 
practice this provision produced little change in NLRB procedure with 
regard to representation of skilled crafts. The NLRB wisely interpreted 
this provision as prohibiting it from using a prior unit determination as 
the sole ground for decision as to the appropriateness of a craft union, but 
as still giving it discretion to include skilled workers in a larger industrial 
union where the work of the skilled group is so integrated with that of 
production workers that a separate unit would be inappropriate. Thus, the 
Board has allowed severance of traditional crafts not closely integrated 
with production employees, but it has denied severance of craft units in 
highly integrated industries such as basic steel, basic aluminum, lumber- 
ing, and wet-milling industries. The Board requires that in order to quali- 
fy as representative of a craft unit, which is sought to be severed from a 
larger unit, the proposed bargaining agent either must have traditionally 
represented the particular craft or must have been organized for the sole 
and exclusive purpose of representing the specific craft. This rule does not 
bar the severance of a craft merely because the group seeking severance 
also includes production and maintenance workers. 

Guards. The Act also provided that no union could be certified as 
a bargaining representative if it included both guards or watchmen and 
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Other employees or was affiliated with an organization which included 
both groups. This section accepted in toto the arguments of employers 
that the same union should not be permitted to represent both guards 
and the rank and file. As a result, unions which included both guards and 
others had to disaffiliate locals of guards, which under the Taft-Hartley 
Act could be represented only by independent unions, unaffiliated with 
the AFL or the CIO. This weakened somewhat the union movement 
among guards. 

Discrimination against Minority Groups 

The Act provided (Sec. 8a-5) that an employer was not justified in 
discriminating against an employee for nonmembership in a labor organi- 
zation if he had reasonable grounds for believing that such membership 
was not available to the employee on the same terms and conditions gen- 
erally applicable to other members. At first glance, this appears to mean 
that a union-shop contract could not be applied to Negro employees un- 
less Negroes were fully and equally admitted with whites to union mem- 
bership. However, another section (8^-1) provided that a union shall 
have the right to prescribe its own rules with respect to the acquisition or 
retention of membership. Moreover, the Conference Report expressly de- 
clared that the Act did not disturb arrangements in which Negroes were 
relegated to an auxiliary local,^® Thus it appears that the Act merely 
requires a union to apply its admission rules — ^whatever they might be — 
uniformly to all applicants. This provision had little or no effect on exist- 
ing discriminating membership policies of unions. 

Other Procedural Safeguards 

Among other important rights given to individual employees to 
strengthen their positions relative to the union was the power to sue the 
union for damages resulting from an illegal strike. Also, the employee 
was given the right to present grievances directly to his employer and to 
have such grievances adjusted without the intervention of the union rep- 
resentative. The adjustment could not be inconsistent with the terms of 
the collective bargaining agreement, and the union was given the right 
to have its representative present at the adjustment. Such individual set- 
tlements do serve, however, to weaken the union and are not conducive 
to stable industrial relations. 

28 The Conference Report refers specifically to the case of Larus and Brother Co., 62 
NLRB 1075 ( 1945 ), as an example of an arrangement not disturbed by the Act. Any other 
interpretation would have alienated Southern Democrats who were among the Taft-Hartley 
Act’s most ardent supporters. 
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HOW THE PUBLIC WAS AFFECTED BY THE LAW 

One of the major reasons for enactment of the Taft-Hartley Act 
was the general recognition on the part of the public and lawmakers that 
some means had to be devised to protect the community from stoppages 
of the flow of essential commodities and services such as characterized 
the wave of strikes in 1946. The Wagner Act itself had contained no 
prohibition against strikes of any kind; instead, it provided a peaceful 
alternative^^ to the costly strikes which had been fought over the denial 
of basic rights of union recognition. In 1937, 60 per cent of the workers 
on strike were involved in organizational disputes. In 1945, only 22 per 
cent of the strikers were out on organization strikes.^^ Thus the Wagner 
Act was successful in reducing this particular form of work stoppage. At 
the same time, however, strikes over economic issues — ^wages, hours, and 
working conditions— increased in importance. Moreover, industry-wide 
bargaining led to walkouts involving an entire industry instead of merely 
one plant. Thus, the same number of strikes in 1946, as in 1937, pro- 
duced four times as many man-days lost in the later year. The Taft- 
Hartley Act attempted by a number of procedures and prohibitions to 
narrow and restrict the use of the strike weapon by organized labor. 

Prohibited Strikes 

Certain types of strikes deemed unduly oppressive to employers, 
and the public were outlawed. These have been considered earlier in this 
chapter and included secondary strikes and boycotts, jurisdictional dis- 
putes, and strikes to upset the certification of a rival union. Any person 
injured in his business or property as a result of such unlawful strikes 
could bring suit for damages against the offending union. 

Strikes against the federal government were likewise forbidden, and 
any individual employed by the United States who went on strike was 
subject to immediate discharge and loss of civil service status. We shall 
discuss this section in Chapter 26. 

Strikes called in violation of no-strike clauses in collective bargain- 
ing agreements were not prohibited, but the Act rendered the union liable 
to the employer for damages due to the breach of contract. It was hoped 
that imposition of such financial liability upon unions would make for 

2® From 1936 to 1945, 10,058,872 employees resorted to the orderly procedures of the 
Act in 32,615 separate representation cases in order to establish their rights to recognition. 
Matter of Packard Motor Car Co., 6l NLRB 14 (1945). 

Eleventh Annual Report of the National Labor Relations Board (1946), p. 2, 

note 1. 
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stricter observance of such clauses and thus lessen the number of work 
stoppages. 

NATIONAL EMERGENCY STRIKES 

Finally, the Taft-Hartley Act established procedures to govern so- 
called ^'national emergency” strikes. This procedure, which is discussed 
in Chapter 24, did not, however, forbid such strikes but merely provided 
for their postponement. 

COOLING-OFF PERIODS 

The Act also required that at least 60 days’ notice must be given 
by unions and employers desiring to terminate or modify an existing con- 
tract. Within 30 days following such notice, if no agreement had been 
reached, a second notice was to be given to the Federal Mediation and 
Conciliation Service and to whatever mediation agency there was within 
the state. 

The difficulties involved in this procedure will be discussed in Chap- 
ter 24. Criticism has been directed, in addition, at the sanctions imposed 
by this section. Employees who walk out in violation of the cooling-off 
period — the 60 days prior to contract termination — lose their status as 
employees under the Act and therefore are deprived of any protection 
against unfair practices by an employer. Thus an employer desiring to get 
rid of certain union officials might be able to provoke a walkout during 
the cooling-oflf period and could then discharge the officials who partici- 
pated. In contrast to the drastic sanction imposed on employees, an em- 
ployer who violates this section by locking out his employees during the 
cooling-off period is subject only to a cease and desist order. 

APPRAISAL OF THE TAFT-HARTLEY ACT 

Whether the Taft-Hartley Act is a ‘"good” or a 'Tad” law depends 
in large measure upon the standard by which it is judged. If it is deemed 
desirable to afford greater freedom and privileges of self-determination 
to the individual worker, then it would seem that the Act constituted a 
rather hesitant advance in labor legislation. On the other hand, if one 
believes that progressive social policy requires strengthening labor organ- 
izations on the theory that all but a few unions are still at a disadvantage 
in bargaining with employers, then the various restrictions imposed upon 
the activities of unions appear less desirable. 
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Standards, therefore, affect one’s view of the Act, and such standards 
frequently reflect the social bias of the individual. However, one standard 
is at hand which lends itself to a fairly objective appraisal. That is the 
extent to which the Act facilitated the process of effective collective bar- 
gaining. 

Ways in Which the Act Encouraged Effective Collective 
Bargaining 

Effective collective bargaining may be defined as bargaining which 
in general represents the will of the majority of workers. The decertifica- 
tion procedure provided by the Taft-Hartley Act enabled employees to 
rid themselves of a union which because of corrupt leadership or other 
causes no longer represented the majority of workers. Likewise, the Com- 
munist affidavit requirements may have served to lessen industrial dis- 
putes which reflected not the bona fide grievances of workers but rather 
the planned intrigues of Communist officials. The prohibition against 
the closed shop and restrictions on the union shop were intended to 
eliminate practices, such as the selling of jobs through issuance of work 
permits, which benefited the union bosses rather than the union member- 
ship, but these provisions were largely misguided. 

Effective collective bargaining assumes also a balance of power be- 
tween labor and management. Under the Wagner Act, however, the bal- 
ance of power in some industries had been so turned in labor’s favor that 
individual employers had no choice but to accept the union’s demands. 
The Taft-Hartley Act sought to remedy this situation by imposing an 
obligation to bargain upon both the union and the employer. Moreover, 
on the premise that effective collective bargaining requires responsible 
parties to the agreement, the Act made unions subject to court actions 
for breach of contract. But this premise ignored the fact that sound in- 
dustrial relations are not built by running to the courts; and it further 
ignored the fact that a democratic union cannot be fully responsible for 
the acts of its members. 

Effective collective bargaining assumes that the democratic privilege 
of self-determination of wages, hours, and working conditions will be 
reasonably exercised so as not to inconvenience the public by widespread 
work stoppages. Such union devices as the secondary boycott, jurisdic- 
tional strikes, and industry-wide strikes in essential industries unneces- 
sarily burden the public. Therefore the Taft-Hartley Act narrowed the 
use of the strike weapon within limits deemed consistent with the public 
interest. By failing to provide an effective mechanism for handling emer- 
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gency strikes and by outlawing all secondary boycotts, the Act again was 
not selective in applying restrictive measures. 

Ways in Which the Act Impeded Effective Collective 
Bargaining 

Actual experience under the Taft-Hartley Act has thus far been 
limited to a period during most of which employers were inclined to use 
with caution the new powers given them by the Act, because of the short- 
age of labor in the market. Unemployment has been low, unions have 
been strong, and business prosperous. Therefore, it is necessary to supple- 
ment this experience with a consideration of the effect which the Act may 
well have upon collective bargaining in periods when labor’s bargaining 
power is weakened. 

The Act enabled employers to delay peaceful determination of a 
bargaining representative through the NLRB machinery and therefore 
encouraged unions to strike to obtain recognition. An employer bent on 
delaying an election for certification of a bargaining representative could 
delay proceedings by charging the union with unfair labor practices, and 
since most organizing campaigns usually involve some * 'high-pressure” 
salesmanship by union advocates, a prima-facie case of coercion frequent- 
ly could be made out. Another handy weapon to delay an election which 
was afforded the employer was to require that the union local prove that 
every single member of the international to which it belonged had re- 
ceived a copy of its financial report. 

The Act was intended to restore the balance of power in collective 
bargaining relations. But Congress had in mind the circumstances which 
exist in highly organized industries, without fully recognizing that in 
some areas organization is still in an incipient state and that in such areas 
the Act gave an antiunion employer power to prevent the emergence of 
effective collective bargaining. Particularly potent in this respect were 
the provisions which guaranteed the employer "free speech,” gave him 
the power to sue a union (and thus weaken it financially) and to charge 
it with unfair labor practices in organizing. Under other provisions of the 
Act, an employer could invite a walkout over economic issues and then 
be free to replace the strikers with nonunion men. The Act stated that 
the strikers could not vote in an election, but the strikebreakers were given 
this privilege. Antiunion employers may therefore be able to use a strike 
over wages to change the bargaining representative in their plants. 

Union leaders contend that these provisions have blocked organiza- 
tion of vast numbers of unorganized employees, particularly in the South 



THE T AFT-HARTLEY ACT • 727 

and among white-collar workers generally. There is no question that the 
rate of growth of unions has slowed down in recent years despite con- 
tinuing prosperity. It is not clear, however, whether the full blame for 
labor’s organizing woes can be put on the Taft-Hartley Act. Unions have 
already organized most of the large companies of the North. Now their 
additions to the union fold can come only through the slow and costly 
process of organizing hundreds of small concerns. Furthermore, the at- 
traction of union organization to white-collar workers, who have tradi- 
tionally considered themselves in a social class allied with management, 
is bound to be less than for craft and industrial workers who were or- 
ganized in the past. 

It is in the South, perhaps, that the Act has proved the greatest bar 
to union organizing efforts. Here workers who perform the same type of 
jobs as Northern union members have been ‘'persuaded” by employers 
not to join unions. The "free-speech” clause of the Act, as well as other 
provisions which we have mentioned, have undoubtedly assisted many 
companies in the South, particularly in the textile industry, in remaining 
nonunion. 

The Taft-Hartley Act represents a step in the direction of govern- 
ment dictation of the content of collective bargaining agreements. The 
law tells employers and unions what they can and what they cannot in- 
clude in contracts with respect to welfare plans, union security, and check- 
off of dues. While this approach is probably unavoidable if the purpose 
of the Act to protect employees is to be made effective, in the long run 
this trend may prove the most dangerous to continuation of voluntary 
collective bargaining. It is quite likely that in the future, additional safe- 
guards — or restrictions, depending upon one’s point of view — ^will be 
legislated into union contracts. The result will be government dictation 
of an increasingly important part of collective bargaining relationships. 

The Act used as a sanction in a number of provisions the depriva- 
tion of rights under the Act, Thus, for example, employees who struck 
in violation of the cooling-off period provisions and unions which failed 
to sign non-Communist affidavits were forbidden to use the machinery of 
the Board. Obviously, however, these men and these unions would con- 
tinue to take part in industrial relations, and their unprotected status only 
invited attacks by antiunion employers. If the objective of the Act was 
equality between management and unions in collective bargaining, sanc- 
tions for enforcement should not have been put in the hands of employers. 
Such a policy invites industrial unrest rather than compliance with the 
Act. 
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THE MOVEMENT FOR REFORM 

The Taft-Hartley Act was written largely by men antagonistic to 
organized labor. The 'get-labor” atmosphere produced an emotionally 
charged bill which made labor unionists fighting mad. The charge that 
the Taft-Hartley Act was a "slave labor act” was ridiculous, but the fact 
is that labor leaders reacted as if the charge were true. Both CIO and 
AFL committed their respective organizations to secure repeal of the 
Taft-Hartley Act and reinstatement of the Wagner Act. 

When President Truman won his surprising victory in 1948, it at 
first appeared as if the unions would succeed in their objective. Confident 
that they could gain outright repeal of the Act they rejected twenty-eight 
changes proposed by Senator Taft which were designed to meet some of 
labor's principal objections to the Act. The result of labor's adamant 
stand was that no amendment was forthcoming, except the change made 
in October, 1951, which eliminated the requirement of holding union- 
shop elections. 

As year after year passed without change in the law and without 
the dire results materializing which labor predicted would occur under 
the "Slave Labor Law,” leaders of both the CIO and AFL abandoned 
their all-or-nothing approach and decided to attack the objectionable 
features of the Taft-Hartley Act through the amendment process. Labor's 
hopes for reform of the Act rose when President Eisenhower, in his Taft- 
Hartley Act message delivered to Congress in January, 1954, suggested 
a number of amendments including elimination of the mandatory re- 
quirement for an injunction in secondary boycott cases, exclusion of con- 
struction projects from the secondary boycott prohibition, permission for 
prehiring contracts in industries where employment is intermittent, pro- 
hibition of employer petitions for a bargaining election for 4 months 
after a strike, clarification of the agency rule xmder the Act so that a 
union could not be held responsible for an act of an individual member 
solely because of his membership, and simplification of filing require- 
ments for unions. However, Congress was not in a mood to amend the 
Act, and no amendments were adopted. 

In 1957 the Congressional inquiry into labor racketeering, high- 
lighted by the Dave Beck expose and the disclosure of questionable prac- 
tices in the teamsters’ and bakers' unions, certain of the construction 
trades, and other unions, created such a hostile public climate that top 
union officials were reluctant to press for revision of the Taft-Hartley Act 
because of a fear that any amendments adopted in this charged atmos- 
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phere would be more likely to harm labor than to help it. As a conse- 
quence of the disclosures made in the course of the Congressional inquiry, 
It appears unlikely that labor will be able to secure Congressional ap- 
proval of pro-labor amendments of the Act for a number of years. 

If amendments are adopted, it seems most likely that they will be 
''antiunion*' in nature and will probably fall into the following two cate- 
gories: 

1. Strengthening of the procedure dealing with national emer- 
gency strikes. The ineffectiveness of the present law was vividly demon- 
strated in the International Longshoremen's Association strike in 1957. 
That union simply resumed its strike after the 80-day injunction provided 
by the Taft-Hartley Act had expired. The government was powerless to 
act and the Board of Inquiry appointed by the President to investigate 
the strike could not even make recommendations to the President as to 
appropriate action to be taken with respect to the dispute. 

2. Additional requirements for reporting and handling of welfare 
funds. The Congressional investigations revealed such laxity in the han- 
dling of these funds that some regulation by Congress seems assured, 
either as an amendment of the Taft-Hartley Act or as separate legislation. 

QUESTIONS FOR DISCUSSION 

1. What is meant by the term ‘'unfair labor practice” ? How are charges of unfair 
labor practices handled by the NLRB.^ How does the Taft-Hartley Act differ 
from the W'agner Act in its approach toward unfair labor practices ? 

2. What provisions of the Taft-Hartley Act do you consider require revision? 
State your reasons. 

3. Discuss the actual and potential effect of the Taft-Hartley Act on collective 
bargaining. 
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THE SETTLEMENT OF 
LABOR DISPUTES 


The government’s role in industrial disputes is a result 
both of the public interest in peaceful settlement and of pressure on the 
part of labor and management for governmental assistance in settling 
disputes to their respective satisfactions. Numerous agencies have been 
established by the federal, state, and municipal governments, but they 
may be divided into two general categories: regulatory, quasi-judicial 
bodies such as the National Labor Relations Board, and various state 
agencies established pursuant to state acts, whose functions are to regu- 
late employer and union conduct and to determine disputes arising over 
representation questions— i.e., which union, if any, shall represent a cer- 
tain group of employees; and agencies such as the Federal Mediation 
and Conciliation Service, and various state and municipal agencies whose 
job is the settlement by peaceful means of industrial controversies. The 
first group is engaged primarily in law enforcement; the second is con- 
cerned with the adjustment of disputes by mediation, conciliation, or re- 
sort to arbitration. The Railway Labor Act, which is discussed in a later 
portion of this chapter, as well as the Taft-Hartley Act, combine elements 
of both categories. 

CONCILIATION SERVICE 

The act of 1913, which created the United States Department of 
Labor, contained a paragraph authorizing the Secretary of Labor to medi- 
ate disputes and to appoint commissioners of conciliation for that pur- 
pose. This phase of the Department’s work quickly expanded until a 
special division known as the "United States Conciliation Service” was 
established in 1917. At its World War II peak, the Service employed 250 
persons. Its headquarters was in Washington, D.C., but it established 
regional offices in the chief industrial centers of the nation. Among its 
personnel were industrial engineers, who were assigned to assist em- 
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ployers and unions on controversies involving such technical questions 
as piecev^ork adjustment. In 1947, it was abolished by the Taft-Hartley 
Act, and an independent agency, the Federal Mediation and Conciliation 
Service, whose functions remained basically the same, was substituted 
for it. 

THE WORK OF THE CONCILIATION SERVICE, 1917-47 

The United States Conciliation Service regarded as its primary duty 
the peaceful settlement of labor disputes by informal mediation. The 
conciliators were available (unless overloaded with work) anywhere 
in the country within 12 hours after a call for their assistance. Those 
assigned to the case then usually arranged a meeting, or a series of meet- 
ings, with the disputants, at which they attempted to mediate the con- 
troversy. These meetings were informal in character, governed by no 
rules of procedure, and featured by no verbatim transcriptions, nor other 
marks of the formal judicial process. If the disputes were "hot,” or if the 
conciliator preferred, he could meet with each of the parties separately, 
either before the joint gatherings, or between such sessions. In this man- 
ner, he could more readily learn the difference between what the parties 
said they wanted, and what they were willing to settle for. Such knowl- 
edge, of course, is extremely valuable in narrowing the area of disagree- 
ment.^ 

Quite frequently, the Conciliation Service was not notified of a labor 
controversy until a strike or lockout had already occurred. Then the con- 
ciliator had the delicate task of attempting to bring about a quick set- 
tlement between parties whose nerves, pocketbooks, and positions had 
already been adversely affected by industrial warfare. In such case, the 
job is difficult and often impossible until one side or the other, or some- 
times both, comes to the realization that concession is less costly than 
continued strife. 

In some cases, the Conciliation Service proffered its assistance with- 
out being asked by either party, hoping to avert a strike. Only in relatively 
few widely publicized, or extremely important cases, however, could the 
Conciliation Service be expected to know of impending strikes or lock- 
outs. It depended on one of the parties to the dispute, or an interested 
third party, e.g., a city mayor anxious to avoid a strike in his locality, for 
prior notice, unless its regional staff could ferret out the information. 

It must be stressed that whether it was requested to intervene by an 

1 Howard S. Kaltenborn, Governmental Adjustment of Labor Disputes (Chicago: The 
Foundation Press, 19^3), pp. 13-17. 
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FIGURE 52 


DEFINITIONS 

Mediation and Conciliation are used interchangeably to mean an 
attempt by a third party, typically a government official, to bring disputants 
together by persuasion and compromise. The mediator or conciliator is not 
vested with power to force a settlement. 

Strike-Notice laws require the union and company to notify each 
other and certain public officials a specified number of days prior to striking 
or locking out. 

Strike- Vote laws require an affirmative vote of either the union mem- 
bers or the employees in the bargaining unit before a strike may be called. 

Fact Finding involves investigation of a dispute by a panel, which 
issues a report setting forth the causes of a dispute. Usually, but not always, 
recommendations for settling the dispute are included in the report. Laws 
requiring fact finding usually provide that the parties maintain the status 
quo and refrain from strikes or lockouts until a stipulated period after the 
fact finders’ report has been made. Once the procedure has been complied 
with, however, the parties are free to strike and to lock out. 

Compulsory Arbitration requires the submission of an unsettled 
labor dispute to a third party or board for determination. Strikes or lockouts 
are completely forbidden, and the arbitrator’s decision is binding on the 
parties for a stated length of time. 

Seizure involves temporary state control of a business which is, or 
threatens to be, shut down by a work stoppage. Strikes or lockouts are jfor- 
bidden during the period of seizure, which lasts until the threat of work 
stoppage is abated. 


interested party or whether it proffered its assistance, the Conciliation 
Service could not force itself upon a recalcitrant party. If a union or an 
employer refused to meet with a conciliator, there was nothing that the 
Conciliation Service could do about it. It was a completely voluntary 
agency whose services could be requested or declined at the discretion of 
an affected party. 

THE EFFECTIVENESS OF THE CONCILIATION SERVICE, 
1917-47 

The effectiveness of the Conciliation Service in reducing labor strife 
was the subject of much discussion, centering around the following 
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points: (l) that the statistics reported by the Conciliation Service which 
purport to demonstrate its effectiveness do not necessarily prove any- 
thing; (2) that the Conciliation Service either was or was considered by 
employers as a labor partisan, and hence was somewhat less effective than 
might otherwise be the case; and (3) that the Service was handicapped 
by lack of statutory policy. 

As to statistics, during the 30 years of its life, the Conciliation Serv- 
ice handled approximately 45,000 cases. The Service claims that approxi- 
mately 80-90 per cent were '"adjusted satisfactorily.'’ Annual reports of 
the Department of Labor contain statements similar to the following 
made in 1941 by Dr. John Steelman, formerly Director of the Service, 
that "the Service was able to prevent from becoming strikes or lockouts 
slightly more than 90 per cent of the 2,251 definitely threatened strikes 
and controversies which were brought to its attention in advance of stop- 
page action.”^ 

Although these statistics would seem to indicate a very high level 
of efifectiveness, they are subject to many qualifications. In the first place, 
the mere threat to strike or to lockout may be only a bargaining device 
which the threatening party has no intention whatsoever of carrying out. 
Although it is not possible to determine the extent of such cases, they un- 
doubtedly predominate. Strikes and lockouts are costly, and unions and 
employers, unless immature or inexperienced, are not apt to engage in 
them without due consideration. In cases of this type, the Conciliation 
Service has an important duty in easing the way for parties to make con- 
cessions without loss of face, and in thus preventing impasses which 
might have degenerated into prolonged bad feeling or even into stop- 
pages. 

The statistics of the Conciliation Service also fail to account for the 
qualitative factor in labor peace. A strike of 10 dishwashers and one of 
500,000 bituminous coal miners or a dispute amicably disposed of involv- 
ing these two groups cannot be differentiated by the Service’s figures de- 
spite the relative indifference to the public as to what occurs in one case 
and the great interest of the public in the other. 

Finally, many cases listed by the Conciliation Service as "satisfac- 
torily adjusted” may have been settled by the parties without outside 
help or referred to another agency, such as the National Labor Relations 
Board, which actually achieved the settlement. 

The Department of Labor was created as a consequence of agitation 
by trade-unions, and its secretaries from 1913 to 1933 were all former 

2 Twenty-Ninth Annual Report of the Secretary of Labor (Washington, D.C.: U.S. 
Department of Labor, 1941), p 19- 
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union officials. In his second annual report, the first Secretary of Labor 
stated: "Primarily the Department of Labor must conserve in industrial 
disputes the interests of the wage earners of the United States."^ Since 
then, the Conciliation Service has been often charged with being a labor 
partisan. 

The creation of the Conciliation Service as a separate division with- 
in the Department helped toward furthering an impartial atmosphere, 
but did not sufficiently overcome the earlier partisan approach to the sat- 
isfaction of leading employers, who continued to regard anything con- 
nected with the Department of Labor as under union influence. Moreover, 
during the 1920’s especially, and during recent years as well, a large num- 
ber of Conciliation Service mediators were drawn from the ranks of 
unions. The Conciliation Service defended this practice on the ground 
that the only available experienced, qualified men have partisan back- 
grounds and that previous partisanship does not prevent impartiality or 
competence.^ There is considerable truth in the arguments of the Service, 
but large sectors of business remained decidedly unconvinced. 

Because of the belief that any mediation agency connected with the 
Department of Labor will necessarily be regarded as a labor partisan, 
many observers recommended that the Conciliation Service be removed 
from the Department of Labor and set up as an independent agency. 
Those expressing this opinion believed that such a change would give the 
Conciliation Service the impartial atmosphere which benefits it.^ 

In other quarters, however, this position was less favorably re- 
garded. The war witnessed the mushroom growth of an unparalleled 
number of agencies which dealt with various aspects of labor problems 
without either cohesion or central direction, and as a result, often at cross 
purposes. The then Secretary of Labor, Mr. Schwellenbach, undertook 
to bring these labor agencies within his Department and to streamline 
them in order to avoid duplication, waste, and diversity of policy. And 
the 1946 Labor-Management Conference proposed that the Conciliation 
Service be kept within the Department of Labor but that steps be taken 
to strengthen it. 

Finally, there is the charge that the Conciliation Service was hin- 
dered by the lack of a definite statutory policy. Usually the advocates of 
this allegation make plain their belief that the Service should be re- 

^ Second Annual Report of the Secretary of Labor (Washington, D.C.: U.S. Depart- 
ment of Labor, 1914), p. 21. 

4 Second Annual Report of the Secretary of Labor (Washington, D.C.: U.S. Depart- 
ment of Labor, 1941), p. 47. 

® Kaltenborn, op. at., pp. 24-27; and A. L. Bernheim and D. Van Dorn (eds.), Labor 
and the Government (New York: Twentieth Century Fund, Inc., 1935), pp. 349-50. 
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vamped and made a three-man board, guided by a law similar to the 
Railway Labor Act which would declare that it was public policy to en- 
courage peaceful settlement of labor disputes and written labor agree- 
ments.® Those who held this opinion usually believed that the Railway 
Labor Act has been much more successful than has actually been the 
case.*^ They also had greater faith in mere statutory pronouncements than 
is v/arranted. By and large, however, critics of the Conciliation Service 
prevailed over its advocates in 1947 when the Taft-Hartley law was 
enacted. 

THE CONCILIATION SERVICE UNDER THE TAFT-HARTLEY ACT 

In the early postwar period, Secretary of Labor Schwellenbach made 
valiant attempts to improve the Conciliation Service. A labor-manage- 
ment committee was appointed to supervise reorganization. A new direc- 
tor, Edgar Warren, brought in many new conciliators from the War 
Labor Board which gave the organization a new and improved look. In- 
dustry and labor spokesmen joined in praising the results — one of the 
few concrete agreements of President Truman’s ill-fated Labor-Manage- 
ment Conference of 1946. 

Congress, however, did not accept these changes. The Conciliation 
Service was abolished by the Taft-Hartley Act and its personnel trans- 
ferred to a new independent agency, the Federal Mediation and Concilia- 
tion Service. The immediate effect on the Service was to undo most of the 
improvements made under Mr. Warren. He resigned, as did most of his 
key personnel. The new Federal Mediation and Conciliation Service also 
abolished the Technical Division of its predecessor agency. Thus, it com- 
menced operations with a staff of experienced conciliators, but most of 
them were not top-drawer personnel. 

The Taft-Hartley Act provided for a single director of the new 
Service with a salary of $12,000. The man selected for the job by Presi- 
dent Truman, Cyrus Ching, veteran labor relations head of the United 
States Rubber Company, had the respect of both labor and industry. He 
soon put the Service back on its feet. There is no evidence that since 1947, 
the Federal Mediation and Conciliation Service has not been doing at 
least as good a job as it did before then, and it may be doing a better one, 
chiefly because it now pays more adequate salaries and can draw a higher- 
grade personnel. Mr. Ching was succeeded as director by David Cole, 
who in turn was succeeded by Whitley McCoy, who was succeeded by 

® Kaltenborn, op. cit., pp. 30-32. 

TSeepp 739-43. 
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James Finnegan. These gentlemen all have had excellent reputations as 
mediators and arbitrators before their appointments. This did much to 
maintain the respect of labor and management for the Service. 

In establishing a separate Conciliation and Mediation Service, the 
Taft-Hartley Act gave the Service the statutory base which it previously 
lacked. In addition, Section 201 of the Taft-Hartley Act set forth the 
policy of the federal government as the peaceful settlement of labor dis- 
putes by collective bargaining; Section 203 directed the Service to mini- 
mize work stoppages by mediation and encouragement of voluntary arbi- 
tration; Section 204 admonished labor and industry to co-operate fully 
with the efforts of the Service to settle strikes; and Section 205 established 
a labor-management advisory panel for the Service similar to the one 
voluntarily set up under Warren’s directorship. Finally, Section S(d) of 
the Taft-Hartley Act required labor and management to notify each other 
of intent to modify a collective agreement at least 60 days prior to the 
termination date of the agreement and to notify the Service and any 
appropriate state agency 30 days later if no agreement had been reached. 

Whether these Taft-Hartley provisions aided the work of the Serv- 
ice is debatable. Mr. Ching claimed that his independent agency was 
more acceptable to industry than was its Department of Labor predeces- 
sor. If correct, this may have been as much due to industry’s confidence 
in Mr. Ching as anything else. In any case, the Federal Mediation and 
Conciliation Service appears today to have the confidence of both labor 
and industry, a necessary element for it to continue to foster industrial 
peace. 

STATE AND MUNICIPAL ADJUSTMENT MACHINERY 

State Mediation Agencies 

In 1878, Maryland passed an arbitration and conciliation law, and 
by 1900 similar legislation had been enacted by twenty-five states. In the 
ensuing decades, however, most of these laws either were repealed or 
were ignored. As late as 1932, Professor Edwin E. Witte found that only 
New York, Pennsylvania, and Massachusetts had been active in the ad- 
justment of labor disputes continuously since 1900, and that except in 
these three states there was not "a single state employee devoting full 
time to mediation in labor disputes.”® This has changed since 1933. To- 
day all but a half dozen states have provisions in their laws for the ad- 
justment of labor disputes. 

^ Edwin E. Witte, T^e Government in Labor Disputes (New York: McGraw-Hill 
Book Co., Inc., 1932), pp. 252-53. 
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In only a few of the states is the adjustment of labor disputes made 
a full-time job. Nor is that surprising. In many states, there would not 
be enough work to keep even a single conciliator, let alone a board or 
commission, occupied. Other states prefer to leave adjustment work to 
the Federal Mediation and Conciliation Service, with such assistance from 
the state industrial commissioner, or the state department of labor, as 
can be rendered by such an agency, which is usually overburdened with 
work as well as underbudgeted, and which also rarely has qualified medi- 
ators on its staff. The states which, in contrast to the general rule, are 
most active in the adjustment of labor disputes are Connecticut, Massa- 
chusetts, Michigan, Minnesota, New Jersey, New York, Pennsylvania, 
California, and Wisconsin. In all these states, a special agency devotes 
full time to the job. Since space limitations preclude analysis of the ex- 
perience of all state agencies, a short discussion of the New York State 
Board of Mediation will serve to highlight the problem of state mediation 
agencies. 

The New York State Board of Mediation 

Since 1886, New York has had official state machinery devoted to 
the settlement of industrial disputes. Various agencies were created and 
functioned with limited funds and not too much success until 1937 when 
the New York State Board of Mediation was created. 

The New York State Board is composed of five members, one of 
whom acts as chairman. The Board's main office is in Nev/ York City, 
but it has established branch offices in other parts of the state. Its staff 
of mediators are available anywhere within the state on short notice. 

Like the Federal Mediation and Conciliation Service, the New York 
Board is a voluntary body. It is either asked to enter a controversy, or 
it may proffer its services, but it has no authority to compel the accept- 
ance of its services. Unlike the Conciliation Service, it is empowered to 
hold public hearings and to subpoena witnesses, but its subpoena powers 
do not become effective until after a party has voluntarily accepted its 
services. 

If the New York Board fails to settle a case, it may certify that fact 
to the State Industrial Commissioner, who may at his discretion appoint 
an ad hoc emergency fact-finding board to consider the dispute and make 
a report to the Commissioner, which may be made public. The New York 
Board has rarely followed this procedure, preferring to maintain its vol- 
untary method. 

Few state agencies, if any, have been involved in so many and so 
important labor disputes with such a good record of averting strikes as 
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the New York Board. No little of the Board’s success may be attributed 
to its personnel, which has included William H. Davis and Arthur Meyer 
among others. Both Messrs. Davis and Meyer have not depended on the 
New York Board for their main source of income, however; if they had 
not been able to contribute the major share of their services, it is very 
doubtful if they, or men of their caliber, would be available to the New 
York Board. 

The relations of state mediation agencies with the Conciliation Serv- 
ice have not always been as cordial as their work necessitates. For exam- 
ple, in New York, till recently a strike might find representatives of both 
the New York State Board of Mediation and the Conciliation Service on 
hand, with each anxious to achieve credit for terminating the stoppage, 
and competing, rather than co-operating, to that end. Such agency juris- 
dictional disputes obviously retard peaceful settlement and should not be 
permitted to exist. 

Fortunately, relations between the Conciliation Service and the vari- 
ous state agencies have now improved. In Pennsylvania, co-operation was 
pioneered by an agreement whereby all strikes or threatened dispute no- 
tices received by either the Conciliation Service or the state agency are 
transmitted to the other, and the agency which can first reach the scene, 
or act most effectively, whether state or federal, assumes sole charge. 
In New York and New Jersey, an excellent wartime arrangement was 
worked out between the Conciliation Service and the two state mediation 
boards, whereby the Conciliation Service in effect permitted these state 
agencies to certify cases to the War Labor Board. This permitted the 
agencies to continue their work and to relieve the overworked Concilia- 
tion Service during a period when otherwise they would have been ren- 
dered useless. And co-operation between the federal service and state 
agencies was encouraged in the postwar period by two provisions in the 
Taft-Hartley Act which (1) required that dispute notices be sent to state 
agencies as well as to the federal service; and (2) stipulated that the 
federal agency avoid intervention in any dispute having only a minor 
effect on commerce if a state agency’s service was available. By 1948 the 
Federal Mediation and Conciliation Service had agreements with nearly 
all active state agencies, outlining jurisdictions and formulating a policy 
of co-operation. 

Municipal Adjustment Agencies 

A number of municipalities have at one time or another established 
machinery for the adjustment of labor disputes. Most have depended 
upon the volunteer services of public-spirited citi 2 ens and have ceased to 
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exist after these citizens retired. Their success has been varied. Experi- 
enced mediators have not been available to municipalities, and inex- 
perienced ones have frequently done more harm than good. Strikes which 
occur on the outskirts of a city, or in its suburbs, may vitally affect a city, 
yet be outside the jurisdiction of its adjustment agency. And if state and 
federal agencies are already in operation, the intrusion of a municipal 
board may only complicate matters.^ 

The three cities which have been most active in the settlement of 
labor disputes in recent years have been New York City, Newark, N.J., 
and Toledo, Ohio. In New York City, the mayor maintained a labor rela- 
tions secretary whose time has been devoted to mediation since 1937, 
when the New York City Industrial Relations Board was abolished and 
the New York State Board of Mediation created. The labor relations 
secretary acted only after checking with the State Board and the U.S. 
Conciliation Service. For the most part, it appears that the duty of the 
Secretary was to make the interest of New York’s mayor in labor peace 
known to the disputing parties in the hope that settlement would thereby 
be encouraged.^^ 

In 1947, New York City reorganized its labor staff and established 
a labor management panel to aid in settling labor disputes. Mediation by 
the City is now conducted either by the labor secretary or, if he fails, 
by a tripartite panel. 

The boards of Toledo and Newark both resulted from the failure 
of states to establish effective machinery to service highly industrial cities. 
In both cities these boards had considerable success in maintaining peace. 
Both agencies, however, ceased to function during the war. The Newark 
Board went out of existence in 1941, after the creation of the New Jersey 
State Mediation Board, and the work of the Toledo agency was largely 
taken over by the Conciliation Service and the War Labor Board. After 
World War II, however, Toledo reorganized its board, and it is now 
again active. In addition, Louisville, Kentucky, established an adjustment 
agency in 1947. 

RAILWAY LABOR ADJUSTMENT MACHINERY 

The railway industry has served as an experimental laboratory for 
public control of labor relations. The strategic position of the railway in- 
dustry in the American economy and the consequent inconvenience to the 

L. Nunn, "Local Progress in Labor Peace/* National Municipal Review, Vol. 
XXIX (December, 1940), pp. 784, 791. 

Kaltenborn, op. cit., pp. 205-8. 
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public if railway service is interrupted; the rapid rise of the railway train 
and engine service brotherhoods to economic and political prominence; 
and the early recognition by the judiciary that Congress had the right to 
regulate railroads, all led to agitation for federal intervention in railway 
labor matters. Beginning in 1888, a series of laws were enacted as Con- 
gress groped for methods of preventing strikes which interfered with 
interstate commerce. Early railway labor legislation, particularly the Erd- 
man Act of 1898, which provided for mediation and voluntary arbitra- 
tion, and which also outlawed the * yellow-dog” contract and discrimina- 
tion against employees for union activity, contained the basic ideas which 
were later incorporated into the Norris-LaGuardia and National Labor 
Relations Acts, as well as in the Amended Railway Labor Act of 1934, 
the basic law governing railway labor relations today. 

The Railway Labor Act 

The Railway Labor Act makes it the duty of labor and management 
to exert every reasonable effort to "make and maintain agreements con- 
cerning rates of pay and working conditions” and to attempt to adjust 
all differences by peaceful methods. A three-man, nonpartisan National 
Mediation Board then attempts mediation if the parties cannot agree 
among themselves. The Board is further instructed to urge voluntary 
arbitration if mediation proves unsuccessful. If arbitration is refused and 
the dispute is such as "substantially to interrupt interstate commerce,” 
the Board is instructed to notify the President, who can create a special 
emergency board to investigate and publish findings. During the pen- 
dency of these various proceedings and until 30 days after the report of 
the emergency board, neither party may alter "the conditions out of which 
the dispute arose,” except by mutual agreement. The parties, however, 
are under no legal obligation to accept the recommendations of the emer- 
gency board, and strikes or lockouts are permissible after the waiting 
period has expired. 

An unique aspect of the Railway Labor Act is the requirement for 
compulsory arbitration of grievances and of other disputes arising out of 
the interpretation of agreements. The agency charged with this task is 
the National Railroad Adjustment Board. This Board is a bipartisan 
agency composed of thirty-six members, half of whom are paid and com- 
pensated by the carriers and half by unions "national in scope.” (Thus 
smaller organizations of workers have no representation on the Adjust- 
ment Board.) The work of the Adjustment Board is divided into four 
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divisions each of which has jurisdiction over certain crafts. If a division 
deadlocks, referees are appointed by the National Mediation Board or by 
the division if it can agree on a selection.^^ 

The Railway Labor Act also provides elaborate safeguards for the 
free choice of employee representatives by setting forth a list of unfair 
labor practices similar to those contained in the National Labor Relations 
Act prior to the Taft-Hartley amendments. Enforcement is, however, dif- 
ferent from that under the National Labor Relations Act in that viola- 
tions are punishable by criminal penalties, and prosecution is under the 
jurisdiction of the Department of Justice. Because of the difhculties of 
proving willful intent to commit an unfair labor practice before a jury, 
there have never been any convictions and only one trial for unfair labor 
practices. However, railway unions have successfully brought a number 
of injunctive actions to force employers to cease and desist from alleged 
unfair labor practices.^^ 

Until 1951 the Railway Labor Act prohibited all types of union- 
security and checkoff agreements. This prohibition was placed in the Act 
in 1934 to prevent company unions from obtaining union security and 
automatic dues support from reluctant workers, and it had the support 
of the so-called standard unions. By 1951 the company unions had been 
ousted by defeats in representation elections, and the standard unions 
were able to persuade Congress to legalize union-security and checkoff 
provisions. Unlike the Taft-Hartley Act, the Railway Labor Act provides 
no machinery for decertifying unions or for voting out union-security 
provisions. 

The Railway Labor Act also provides formal machinery for the 
selection of employee representatives. The National Mediation Board is 
required to make determinations in this regard and usually does so by 
representation elections. The bargaining unit under the Railway Labor 
Act is limited to a '*craft or class,'’ but the National Mediation Board has 
wide discretion in determining the definition of craft or class and in 
determining voting eligibility in representation elections.^^ 

In 1936, the Railway Labor Act was extended to cover air trans- 
portation. 

For an analysis of the Adjustment Board, see H. R. Northrup and M. L. Kahn, 
"Railroad Grievance Machinery: A Critical Analysis,” Industrial and Labor Relations Re- 
view, Vol. V (April and July, 1952), pp. 365-82, 540-59. 

See H. R. Northrup, "Unfair Labor Practice Prevention under the Railway Labor 
Act,” Industrial and Labo? Relations Review, Vol. Ill (April, 1950), pp. 323-40. 

i^See H. R. Northrup, "The Appropriate Bargaining Unit Question under the Rail- 
way Labor Act,” Quarterly Journal of Economics, Vol. LX (February, 1946), pp. 250-69- 
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Analysis of the Railway Labor Act's Dispute Procedure 

Prior to World War II, the Railway Labor Act was hailed as a 
"model law," and frequent suggestions were made to enact similar legis^ 
lation for industry generally. Since 1940, however, a number of strikes 
or near strikes, which were only averted by Presidential action outside 
the procedures of the Railway Labor Act, have caused many former ad- 
vocates of the "model-law" concept to take a second and deeper look at 
the Railway Labor Act and to raise some doubts concerning the advisabil- 
ity of enacting further legislation on the model of the Railway Labor Act. 

What happened during and after World War II was that when the 
railroad unions were dissatisfied with a recommendation of an emergency 
board, they were able to induce both Presidents Roosevelt and Truman 
to intervene in their behalf and to obtain through this political interven- 
tion a more favorable settlement/^ These wartime developments should 
not, of course, be surprising. The Railway Labor Act was conceived by 
the railway unions, and its adoption into law — particularly the 1934 
amendments — stands as testimony to their political power. What could 
be more logical than the further use of political power by these unions to 
achieve their desired ends whenever the procedures of the act fail to do 
so? 

As a matter of fact, governmental labor machinery, whether "pro- 
labor" such as the Railway Labor Act, or "antilabor" like the Taft- 
Hartley Act, is not only generally the consequence of organized labor's 
political power but also it ensures continued labor activity in the political 
field. Labor leaders cannot afford many adverse decisions from govern- 
ment tribunals without seriously endangering their positions within the 
union. They have been selected to produce results. If they fail, their 
constituents will replace them with aspirants who promise success where 
their predecessors have failed. Hence, labors leaders must seek to prevent 
the appointment of unfriendly or even neutral persons to key adminis- 
trative posts, and they must keep up an unending pressure on govern- 
ment labor agencies. In short, union leaders must develop political ma- 
chines capable of decisive action in enough instances so as to command 
the respect of elected and appointed officials. These facts have been well- 
known to the conservative leaders of the railway unions as was pointed 
out in Chapter 2. 

Does this mean that when labor s good friends are no longer in the 

For a history of these disputes, see H. R, Northrup, ''The Railway Labor Act and 
Railway Labor Disputes in Wartime,” American Economic Review, Vol. XXXVI (June, 
1946), pp. 324-43. 
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White House, the Railway Labor Act will function more as intended ? 
That could occur. But there is another aspect to the problem which 
makes it at least doubtful. The procedure of the Railway Labor Act, which 
is supposed to supplement collective bargaining, has been used as a sub- 
stitute for collective bargaining. Because they know that an important 
dispute is likely to end up before an emergency board, railway labor and 
management have just gone through the motions of bargaining until the 
emergency board hearings took place. Thus the comment of the emer- 
gency board in the 1948 wage and rules cases: 

The board was not asked, on this conversion mle issue, to resolve a question 
of principle. It was made, instead, the target for a barrage of conflicting arguments 
about a lot of little details. We were asked to find the answers to all these quibbles 
in a mass of evidence and testimony which covered 230 pages of exhibits and 150 
pages in the record. This was to be done, within a 2-week period, as 1 little piece 
of a job which included the disposition of 36 other issues on the basis of well over 
12,000 pages of testimony and exhibits.^^ 

Such a development is probably inevitable and did not change dur- 
ing the Eisenhower administration. It is the easy way out for the parties 
to let someone else make the decision for them. In that way they avoid the 
responsibility, and under the emergency board procedure, still remain 
free to act if the board's recommendation is unsatisfactory. 

It is, moreover, not practical to assume that any strict limit can be 
kept on the number of emergency boards which are to be appointed. As 
long as emergency board procedure is available, one side or the other 
will create the ''emergencies" if the possibility of gaining a better settle- 
ment exists. When that occurs, the pressure on the President, or whoever 
must appoint such boards, from well-meaning citizens and newspaper 
headlines to prevent the "emergency" plus added pressure from labor or 
industry to aid the emergency creator usually results in the appointment 
of a board, the establishment of a precedent, and an ever increasing num- 
ber of "emergencies" and boards. In addition to railway labor experience, 
ample evidence to support this analysis is found in our war labor history, 
as well as in the experience of other countries which have utilized similar 
machinery.^® 

WARTIME ADJUSTMENT MACHINERY 

In peacetime, strikes are costly, but the alternative, once mediation 
or persuasion has failed, is government direction in place of free collec- 

15 Repof^ of the Emergency Board in re [certain Railroads] . . . and the Brotherhood 
of Locomotive Engineers et al., 1948. 

1® See B. M. Stewart and W. J. Couper, Fact Finding in Industrial Disputes (New 
York: Industrial Relations Counselors, 1946); and pp. 744 ff. of this text. 
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tive bargaining. In wartime, however, no industrial strife can be toler- 
ated. During both World War I and World War II, therefore, compul- 
sion substituted for voluntarism in the settlement of labor disputes. To 
lessen the degree of compulsion, prominent roles in wartime adjustment 
machinery were given to representatives of labor and industry. Nonethe- 
less the factor of compulsion remained, and the dijfficulty of restoring 
voluntary collective bargaining after compulsory controls are lifted is 
well illustrated by the great strike waves of both 1919-20 and 1945-46. 
Moreover, the principles and precedents developed by war labor agencies 
are likely to have permanent influence on peacetime policy. 

The World War I Labor Board 

The industrial strains created by World War I — higher prices, ex- 
panding industry, and labor shortages — caused considerable unrest and 
strife even before the United States entered the conflict. To devise reme- 
dies, President Wilson called a conference of labor and industrial leaders 
to formulate a national industrial relations policy. The conference, after 
10 weeks’ deliberation, agreed on an eight-point program including a 
pledge of no strikes or lockouts, the freedom of workers to organize and 
bargain collectively, and the maintenance of the status quo on the ques- 
tion of the closed and the open shop. To ejffectuate these policies the 
National War Labor Board of World War I was created in April, 1918. 
The Board was composed of five industry, five labor, and two public 
members.^’’ 

The World War I Board was in existence for approximately one 
year. Although its guiding rule was the maintenance of the status quo in 
industrial relations generally, it had the effect of encouraging unionism 
and collective bargaining. Through it, the American Federation of Labor 
won official government recognition on a par with employers associa- 
tions; and through it peaceful collective bargaining was encouraged.^^ 

The World War I Board was able to settle all cases referred to it 
with the exception of three or four, which were referred to President 
Wilson, who as a means of enforcing the Board’s awards either took over 
plants or threatened to draft workers and bar them from war jobs. In 

For a discussion of the World War I experience, see Alexander Bing, War-Time 
Labor Disputes and Their Adjustment (New York: E. P. Dutton & Co., 1921) ; and National 
War Labor Board, Bulletin No. 287 (Washington, D.C.: U.S, Bureau of Labor Statistics, 
1922). 

The World War I Board also pioneered in such questions as representation elec- 
tions, appropriate bargaining unit, majority rule, etc., and thus established precedents for 
various NRA boards and the National Labor Relations Board. 
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view of the national emergency, labor and management generally showed 
a patriotic willingness to abide by the Board’s awards. 

In addition to its National War Labor Board, World War I saw 
the creation of several industry boards in industries which the federal 
government either took over directly or which were considered extremely 
crucial for the prosecution of the war. They included the U.S. Railroad 
Administration, the Shipbuilding Labor Adjustment Board, the Emer- 
gency (building) Construction Wage Commission, the National (long- 
shore) Adjustment Commission, and the Arsenals and Navy Yard Wage 
Commission among others. On each, the AFL was granted official recog- 
nition, and peaceful collective bargaining was encouraged. Most of these 
special adjustment agencies were created prior to the World War I Labor 
Board. After the latter was established, appeal was provided to it from 
decisions of the industry agencies. An exception was railway labor rela- 
tions, which were under the exclusive supervision of the director-general 
of the railroad since the government took over railroad operation during 
the war. 

With the end of the war, strikes flared up throughout the country. 
At the height of the strike wave. President Wilson convened a National 
Industrial Conference, composed of labor, industry, and public groups 
to formulate principles for a ''genuine and lasting co-operation between 
capital and labor.” The conference broke down on the issue of union 
recognition. Moreover, both industry and AFL were extremely wary of 
government-supervised collective bargaining and, unlike the situation on 
the railways, did not want it continued. Hence the World War I Labor 
Board had no immediate peacetime successor. 

The National Defense Mediation Board 

As the defense program got under way in 1940, strikes in crucial 
industries gave rise to increasing concern. By early 1941, it became ap- 
parent that emergency measures were necessary to cope with the situation. 
On March 19, 1941, President Roosevelt created the National Defense 
Mediation Board to adjust labor disputes in defense industries. The Medi- 
ation Board was tripartite in character, composed of four industry, four 
labor, and three public members, with alternates from all three groups. 
The labor representations were equally divided between the American 
Federation of Labor and the Congress of Industrial Organizations. Dis- 
putes could be heard by the board only after the Secretary of Labor had 

For a discussion of the work of this agency, a typical wartime board, see W, E. 
Hotchkiss and H. R. Seager, History of the Shipbuilding Labor Adjustment Boaid, Bulletin 
No. 283 (Washington, D C.: U S. Bureau of Labor Statistics, 1921). 
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certified that the United States Conciliation Service had been unable to 
settle them. "Three steps were set forth in the executive order for the 
Board to follow in settling these controversies: (l) Mediation in pro- 
moting collective bargaining between the parties before the Board; (2 ) if 
this fails, suggestion of voluntary arbitration; and (3) if both of these 
fail, findings of fact and recommendations, which may be made public. 

Thus the Defense Mediation Board was instructed, in effect, to fol- 
low a procedure similar to that of the Railway Labor Act, except that all 
steps were to be undertaken by one agency, which was tripartite in char- 
acter. 

Early in its career, the Defense Mediation Board settled several very 
difficult strikes by mediation, but soon its procedure partook of compul- 
sion. If it failed to mediate a case, it issued public recommendations. 
These recommendations carried with them threats of government seizure 
if either party refused to accept them, and a stoppage resulted. Three 
such seizures occurred during the Board’s 9 months’ existence. 

The most troublesome question which faced the Defense Mediation 
Board — and the one which led to its downfall — ^was that of union secur- 
ity. The board attempted to solve this question by "maintenance of mem- 
bership,” thus setting the stage for the policy of its successor agency, the 
National War Labor Board. Industry generally opposed union main- 
tenance, however, and when the Defense Mediation Board declined to 
go further and grant the all union shop in the captive mines case, the 
CIO members resigned, and the Board collapsed. 

The National War Labor Board of World War II 

The collapse of the Defense Mediation Board was followed shortly 
by the Japanese attack on Pearl Harbor. To provide for the peaceful settle- 
ment of wartime labor disputes. President Roosevelt followed Wilson’s 
example and convened a management-labor conference. The conference 
agreed to settle disputes without resort to strikes and recommended the 
establishment of machinery for that purpose. Management delegates 
wished to have union-security provisions frozen for the duration, but in 
effect the President accepted labor’s view by committing all disputed ques- 
tions to the wartime settlement machinery. 

On January 12, 1942, the National War Labor Board of World 
War II was established by executive order. In June, 1943, it was given 
statutory backing by the War Labor Disputes Act, passed by Congress 

L- J- and W. G. Rice, Jr., Report on the Work of the National Defense Medi- 
ation Board, Bulletin No. 714 (Washington, D.C.: U.S. Bureau of Labor Statistics, 1942), 
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over the President’s veto. The previous October it had been assigned wage 
control under the Stabilization Act. To aid in administering its functions 
the WLB also established thirteen regional boards and several industry 
commissions. Its jurisdiction included virtually all American industry, 
except rail and air carriers subject to the Railway Labor Act. 

Peaceful Settlement. The War Labor Board initially attempted to 
decide each industrial dispute case on its merits. Gradually, however, it 
developed official policies on virtually every issue under dispute between 
the parties. It attempted to maintain peace in settling disputes, as a care- 
ful student of War Labor Board policy has noted, by using three basic 
approaches : ( 1 ) appeal to the legal framework governing industrial re- 
lations in wartime; (2) appeal to historical precedent, whenever possible; 
and (3) compromise. 

The WLB used the "'legal framework” method most frequently in 
wage cases. The Stabilization Act and the executive orders issued there- 
under set forth the law. Hence when a proposed increase exceeded the 
Little Steel Formula, the War Labor Board had merely to cite a higher 
authority as the basis of its decision. 

The WLB used historical precedent in refusing to disturb North- 
South wage differentials, or historical differentials between two plants of 
the same company located in different parts of the country, or even local 
differentials between two neighboring plants. Likewise, the WLB refused 
to alter union or closed-shop contracts voluntarily agreed to by manage- 
ment. 

When the WLB had neither law nor historical precedent to guide 
it, compromise always remained. The best example is, of course, found 
in the issue of union security. The principle of maintenance of member- 
ship is an obvious compromise between the closed and the open shop. 
Likewise, compromise guided the War Labor Board when it acceded to 
unions’ demands for such "fringe” issues as paid vacations, paid holidays, 
and night-shift bonuses, but denied demands for paid sick leave and 
compulsory health and welfare funds. 

The Stabilization of Wages. Since changes in wages invariably 
affect industrial relations, the stabilization duties of the War Labor Board 
were closely interrelated with its job of maintaining industrial peace. 

Unfortunately, wage stabilization was not only related to peaceful 
labor relations, it often worked at cross purposes with it. The denial of a 
voluntary application for wage increases, jointly submitted by an em- 
ployer and a union, usually caused unrest in a plant, and sometimes a 
work stoppage. Such stoppages were directed not against employers but 
against the War Labor Board. 
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Because of this conflict between wage stabilization and labor peace 
at a time when the latter was considered paramount, compromise was 
often permitted to weaken stabilization. For example, when the 17 per 
cent per hour general increase demand of the CIO Steelworkers was de- 
nied, a variety of fringe issues such as improved vacations, night-shift 
bonuses, and the elimination of interplant inequities was used to mollify 
the union. In sum, stabilization was made flexible to suit the immediate 
needs of labor peace. Nevertheless, wages were fairly well stabilized. 

The Heritage of the War Labor Board. The National War Labor 
Board of World War II rendered decisions for all industry on every con- 
ceivable aspect of industrial relations. Its decisions still serve as a guide 
for rulings in labor disputes. The WLB established the historical prece- 
dents and the legal framework for arbitrators to follow, and both labor 
and management now turn to the WLB’s rulings for precedents in solving 
disputed questions. And this will continue to be true, whether the War 
Labor Board’s decisions have been '*sound” or not, primarily because the 
scope of such decisions includes all industry and all phases of industrial 
relations. 

Likewise War Labor Board decisions have furthered certain labor 
goals which have been increasingly prominent in recent years. They in- 
clude the following: (l) that a ‘‘responsible” union deserves union se- 
curity; (2) that paid vacations, paid holidays, paid sick leave, group 
health insurance, night-shift bonuses, and other benefit issues are proper 
union objectives; (3) that unions should have a voice in the establishment 
of benefit plans and that such plans are a proper sphere of collective 
bargaining; (4) that wage rate structures should be simplified so as 
to eliminate interplant differences; and (5) that similar occupations in 
neighboring areas should be similarly compensated. 

The effect of the War Labor Board on postwar labor relations was 
felt in still another important manner. After 4 years of setting terms 
and conditions of employment, the federal government found it diffi- 
cult to retire from the field because large sections of management and 
labor found it difficult to return to collective bargaining. Moreover, many 
unions and many employers were anxious to “teach the other a lesson.” 
This, combined with the pent-up resentment of wartime, did much to 
make 1946 the greatest strike year of American history in terms of man- 
days lost from work. 

Both labor and management were surprised at the duration of some 
of the 1946 strikes. During the war, such strikes as occurred were short 
“quickies.” The emphasis was on uninterrupted production to the exclu- 
sion of all else. Union leaders found in the postwar period that manage- 
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ment resistance was much greater, particularly when loss of business was 
compensated for by rebates of wartime excess profits taxes. On the other 
hand, those employers who felt that unions could not survive postwar 
strife miscalculated badly. One result of the postwar strike wave was a 
more realistic appraisal of the effectiveness, costs, and results of strikes 
on the part of both labor and management. 

Another wartime heritage to which the 1946 strikes gave sharp em- 
phasis was the increasing public concern with stoppages of work which 
interfered with "'essential” services or even inconvenienced a portion of 
the population. Wartime hysteria over strikers was carried over into the 
postwar period. Moreover, a number of unions exhibited unparalleled 
irresponsibility and lack of understanding of public sentiment in strik- 
ing essential services. One result was the election of a Congress with a 
Republican majority in 1946, which enacted the Taft-Hartley law; and 
another result was an increasing concern of state legislatures with "emer- 
gency” labor settlement machinery. 

THE TAFT-HARTLEY ACT AND NATIONAL EMERGENCIES 

Between the end of World War II and the passage of the Taft- 
Hartley Act, Congress and the President made several attempts to devise 
a solution for the problem of strikes which crippled essential industries. 
Nearly all of the proposals put forward were modeled on the Railway 
Labor Act, despite the poor record of that law’s emergency disputes pro- 
cedure in recent years. One such provision was passed by the Senate on 
the very day in 1946 that the nation’s railroads were shut down by the 
only industry-wide strike of railway operating employees up to that time! 

When the Republicans were returned to power in the 1947 Congress, 
they claimed, probably correctly, that they had a mandate to prevent a 
recurrence of the outbreak of strikes which made 1946 the worst strike 
year in our history. Although the chief attention of Congress was directed 
toward amending the Wagner Act, considerable attention was also given 
to revising federal disputes procedures. To that end, the Conciliation 
Service was made an independent agency and "cooling-off,’ or 60-day 
notice, periods were required for changes in contracts, as noted in the 
first section of this chapter. These changes were included in Title II of 
the Taft-Hartley Act, which also established the following procedure for 
dealing with "national emergency” strikes. 

Whenever the President determined that an industrial dispute 
threatened the national health or safety, he was empowered to appoint 
a Board of Inquiry to investigate and report on the issues. The President 
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could then direct the Attorney General to petition a federal district court 
for an injunction to prevent or terminate the strike or lockout. If the 
injunction was granted, the conditions of work and pay were fro 2 en for 
the time being, and the parties were obliged to make every effort to settle 
their differences with the assistance of the Conciliation Service. If these 
efforts failed, at the end of 60 days the Board of Inquiry was required to 
make a public report on the status of the dispute. The NLRB was then 
required within 15 days to poll employees as to whether they would ac- 
cept the last offer of the employer and to certify the result to the Attorney 
General within 5 days. The injunction then had to be dissolved. By this 
time 80 days had elapsed since the first application for an injunction. If 
the majority of workers refused the employer’s last offer, then the Presi- 
dent submitted the complete report to Congress with or without recom- 
mendations for action. 

As of January 1, 1957, boards of inquiry had been appointed, under 
this section, on fifteen different occasions. In five cases, a strike vote on 
the employer’s last offer was taken, and in three cases, strikes occurred 
after the machinery of the Act had been utilized. 

The procedure provided by this section was attacked by union offi- 
cials as being too drastic (particularly the injunction feature) and by 
management spokesmen and others as lacking teeth. The Act provided 
no ultimate sanctions against a national emergency strike after the fact- 
finding period had elapsed, other than the implied threat of possible 
Congressional action and the force of public opinion. Experience under 
the Taft-Hartley Act emphasized what experience under the Railway 
Labor Act had already demonstrated — fact-finding reports have relatively 
little effect in mobilizing public sentiment so as to compel settlement of 
labor disputes unless there is really a grave national emergency affecting 
the entire country or most of it. 

The procedure of the Act calling for a final vote by employees on 
the employer’s last offer is naive, for it is unrealistic to suppose that em- 
ployees will desert their leaders while the bargaining is still going on. 
Moreover, employees have everything to gain and nothing to lose by re- 
jecting the last offer. They may still accept the last offer later; but they 
might secure better terms, since the 'last offer” may not be the final one. 
Table 45 shows the results of the last-offer votes, both under the Taft- 
Hartley Act and under a similar provision in the Pennsylvania Public 
Utility Arbitration Act. Only under extraordinary situations — one in 
which the majority boycotted the vote, the other held just prior to the 
1951 wage freeze when employees feared rejection would cost them an 
increase — ^have workers voted to accept a last offer in a government-con- 
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TABLE 45 


Last-Offer Votes: Experience under Taft-Hartley and 
Pennsylvania Laws to January 1, 1957 



No of 

Last Offer 

Last Offer 

Vote 

Law 

Votes 

Accepted 

Rejected 

Boycotted 

Taft-Hartley Act 

5 

1* 

3t 1 

If 

Pennsylvania Utility Arbitration Act . . 

7 

i§ 

6 

0 


^Majority boycotted vote but those who voted favored acceptance. 

tin one case, the employees rejected a subsequent and higher offer after the "last offer’* 
had been rejected. 

JUmon asked employees to boycott vote in West Coast longshore case; no one voted. 

§Vote conducted January 24, 1951, just prior to 1951 wage freeze. 

Source : National Labor Relations Board and Pennsylvama State Labor Relations Board. 

ducted election. In addition, to the procedural and practical limitations, 
the whole last-ofifer vote concept is anomalous in that it implies that work- 
ers have a right, provided by statute, to imperil the national health and 
safety as long as they vote to do so! 

EMERGENCY DISPUTES AND THE KOREAN WAR 

When the Korean war broke out, labor unions proposed that special 
tripartite emergency machinery be set up to handle both wage stabiliza- 
tion and disputes which interfered with war production. Industry count- 
ered by citing the availability of Taft-Hartley machinery to handle labor 
disputes, but labor wanted no part of Taft-Hartley. 

When the Wage Stabilization Board was established in the early 
fall of 1950, it had no power to intervene in dispute cases but was con- 
fined to stabilization matters. In February, 1951, however, labor members 
of the tripartite wage stabilization board walked out as a result of a dis- 
pute over allowable wage adjustments. When the WSB was reconstituted 
some 6 weeks later, labor had won its demand that the WSB be given 
power over emergency disputes as well as over wage stabilization. 

As we noted in Chapter 17, however, the WSB did not become in- 
volved in many disputes because labor and industry were in general agree- 
ment that labor peace was important to both, and industry offered only 
token resistance to substantial wage increases. The one big case which 
was referred to the WSB, the steel case, ended whatever usefulness the 
WSB had, both as a disputes agency and as a wage stabilizer. The WSB 
awarded a substantial increase to the CIO Steelworkers, with industry 
members dissenting; the industry declined to accept the increase without 
large price increases, which the government at first would not authorize. 
When the union struck, President Truman blamed the industry and seized 
it under his ‘'inherent powers." 
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At this point the industry appealed to the courts. The case went to 
the Supreme Court which ruled that President Truman’s seizure was un- 
lawful.^^ The industry was turned back to its private owners, and when 
they failed to accede to the union demand that the full WSB award be 
put into effect, the union struck. Public pressure was brought upon Presi- 
dent Truman to invoke the Taft-Hartley Act, but he declined to do so on 
the grounds that this would punish the union, which had already post- 
poned a strike longer than the 80-day Taft-Hartley waiting period, rather 
than the industry, which President Truman held to be at fault. The strike 
lasted about 3 months, when it was settled by granting the WSB award 
to the workers and by granting substantial price increases to the industry. 

STATE EMERGENCY STRIKE CONTROL LEGISLATION 

Cooling OfE' and Compulsory Investigation 

The states have attempted to deal with the problem of strikes in 
critical industries by various legislative devices. A number of states have 
inserted strike notice or ''cooling-oflF” provisions in their laws. Colorado 
requires a 30-day notice; Georgia does the same but excepts industries 
covered by the Railway Labor Act and certain seasonal industries. Michi- 
gan requires a 5’day notice in general industry and a 30-day notice in 
industries ^'affected with the public interest”; Minnesota’s law is similar, 
but its general industry requirement is 10 days. 'Wisconsin requires a 10- 
day notice, but this is limited to strikes which would cause the destruction 
or serious deterioration of the product of any employer engaged in the 
production, harvesting,, or initial processing of any farm or dairy prod- 
uct. 

Michigan and Minnesota have carried the plain strike-notice provi- 
sions to their fullest extent. In both states, considerable satisfaction has 
been expressed over the fact that strike notices exceed strikes by a ratio 
of better than 10 to 1. The assumption is, of course, that strike notices 
are indications of genuine intentions to strike. Actually, of course, such 
inference drawn from statistics is naive. Under strike-notice provisions, 
unions will always file intentions to strike during negotiations, first, to 
free their hands and, second, as a bargaining device, to strengthen the 
union negotiators by threatening the employer with a stoppage if he re- 
fuses to meet the union’s terms. Strike notices are thus tailor-made devices 
to increase union bargaining power. Experience not only under these state 

21 Youngstown Sheet and Tube Co. v. Charles Sawyer, 343 U.S. 579 (1952). 

22 Kaltenborn, op. at., pp. 194-95. 
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laws but also under the Railway Labor Act and the War Labor Disputes 
Act has conclusively demonstrated this fact. 

Strike Votes 

The Minnesota Labor Relations Act and legislation in effect in 
Michigan between 1947 and 1950^^ and in Missouri between 1947 and 
194924 required notice of a strike but, in addition, an affirmative 

vote of those involved before a strike is commenced.^^ The Minnesota law 
required approval 'Ty a majority vote of the voting employees in a col- 
lective bargaining unit of the employees of an employer or association of 
employers against whom the strike is primarily directed. . . Minnesota 
required the union to take the vote by secret ballot at a meeting after 
reasonable notice of time and place had been given to affected employees. 

The Michigan and Missouri laws of 1947 were more stringent. Both 
required an affirmative majority of those in the bargaining unit — ^which 
means that those not voting were counted against striking. Michigan 
modified its law in 1949 to permit strikes if a majority of those voting 
approved. Both Michigan and Missouri required state agencies to con- 
duct the strike vote. 

The purpose of strike- vote legislation is to prevent union leaders or 
a minority of employees from instituting stoppages when a majority of 
the affected employees are opposed to striking. However, an officially 
ordered strike vote almost invariably becomes a union weapon. "'Vote 
'yes' and win a wage increase" is a typical union slogan. A vote to strike 
does not necessarily mean a strike. It does, however, amount to a vote of 
confidence in union negotiators and is potent support to the union leader 
who can say: "See, the rank and file are really serious. They are ready to 
take a strike to get an increase." 

In Minnesota, the strike vote has become a perfunctory procedure. 
Although it is an unfair labor practice under the Minnesota Labor Rela- 
tions Act for a union to strike without first conducting a strike vote, there 
have been apparently no prosecutions when strikes were called without 
having fulfilled this requirement. 

The experience under Missouri's strike-vote law is summarized in 
Table 46. Between April 12, 1948, when the Missouri strike-vote law was 

23 This section of the Michigan act was invalidated by the United States Supreme 
Court on May 8, 1950 {United Automobile Workers v. O^Brien, 339 U.S. 454) . The language 
of the Court indicates that there is grave doubt about the constitutionality of any strike-vote 
provision because of its conflict with the notice requirements of the Taft-Hartley Act. Min- 
nesota’s law, still in effect, has, as has been noted above, such a strike-vote provision. 

24 Missouri’s legislature repealed its 1947 law in 1949. 

25 Florida, Colorado, Utah, and Kansas also require strike votes. 
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passed and October 14, 1949, when it was repealed, strikes were author- 
ized in 85.7 per cent of the votes taken, and 88.9 per cent of the employees 
involved voted to strike. But strikes actually occurred in less than 5 per 
cent of the cases in which strikes were authorized. 

TABLE 46 


Experience under the Missouri Strike-Vote Law, 
April 12, 1948-October i4, 1949 




Strikes Authorized 

Actual Work 

Strike Votes 



Employees Voting 

Stoppages 



No. 

Per 

Cent 

To Strike 


Percentage of 
Authorized 
Strikes 

No of 
Elections 

No of 

Employees Voting 



No. 


No. 

Per Cent 

475.. 

49,680 

407 

85.7 

44,144 

88.9 

20 

4.9 


Where a strike-vote law is a provision in, or companion legisla- 
tion to, a statute designed to prevent strikes in essential industry, it is as 
anomalous as the Taft-Hartley’s strike-vote provision. For a strike-vote 
law clearly implies that a strike is proper as long as it is authorized by a 
majority. On the other hand, laws designed to prevent interruption o£ 
essential industries are predicated on the theory that such interruption 
cannot be tolerated whether authorized by a majority of the employees 
or not. The state is thus in a position of providing the mechanism for 
authorizing a strike, and yet condemning the strike if it occurs. 

Despite the unsatisfactory experience of strike-vote laws, their ap- 
peal remains. President Eisenhower proposed such a provision in 1954 
as an amendment of the Taft-Hartley Act, which Congress did not pass, 
and Kansas enacted a strike-vote law in 1955. The states should serve 
as valuable legislative laboratories for each other and for the federal 
government. This can only be true, however, if state legislatures and 
Congress find out just what has been the actual experience of laws already 
in effect. 

Arbitration^ Fact Finding^ and Seizure in State Laws 

Table 47 presents a summary picture of state laws designed to pre- 
vent strikes in emergency disputes. Three of these laws date back to the 
World War I period, two were enacted in the 1930’s, and the rest are 
products of the post-World War II labor unrest, especially the great 
strike wave of 1946. Although compulsory arbitration is the most widely 
used settlement technique, fact finding and seizure are also well repre- 
sented. In addition, nearly all the laws provide for attempt at settlement 
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by mediation before invoking the final method of strike control; and 
several laws require strike votes and strike notices as well. 

Strike-control legislation results from a decision that protection of 
the health and safety of the community requires that strikes and lockouts 
in essential private as well as public services be either forbidden alto- 
gether or permitted only as a last resort after state intervention. Looked 
at in another manner, there are industries, according to commentators, in 
which the strike and lockout cannot serve their primary function: to inflict 
sufficient damage upon the disputants so that they will be willing to 
compromise and come to an agreement. 

In an essential industry, the argument runs, strikes and lockouts do 
not serve a direct persuasive or coercive purpose because the stoppage 
tends to injure the public before it injures the parties sufficiently to force 
a settlement. As a consequence, a strike in an essential industry is likely 
to create a public emergency or serious inconvenience. This, in turn, is 
likely to place pressure upon the government to intervene and even to 
determine the conditions upon which the stoppage shall be ended. 

There is no agreement among the states as to which industries should 
be denied the right to strike. Table 47 shows that electric light and power, 
gas, and water are the most common industries covered by state strike- 
control laws. Although Minnesota subjects disputes in charitable hos- 
pitals to compulsory arbitration, it permits strikes in the three utilities 
after fact-finding procedure has been complied with. Hawaii places more 
drastic controls over disputes in the stevedoring industry than in electric 
light and power. 

Many of these state laws are no longer operating as a result of a 
decision of the Supreme Court which found that Wisconsin statute in- 
valid because of conflict with the Taft-Hartley Act.^® Before they became 
inoperative, however, many of them provided a rich experience of the 
effect of emergency legislation. The experiences under each of the laws 
were too varied to be discussed in detail here.^"^ Like wartime emergency 
legislation, many of these laws accomplished their purpose of preventing 
strikes, but at the expense of settlement by collective bargaining. Arbitra- 
tion and fact-finding laws, in particular, inhibit the bargaining process 
because concessions made in bargaining may reduce the chances for a 
favorable arbitration award or fact-finding recommendation. Why con- 
cede something which later may be awarded.^ As the Supreme Court 

26 Amalgamated Association of Street, Electric R R. and Motor Coach Employees v. 
Wisconsin Employment Relations Board, 340 U.S. 383 (1951). Despite this decision, Mary- 
land enacted a seizure law in 1956, the constitutionality of which has been challenged. 

27 See H. R. Northrup, Stnke Controls in Essential Industries, Studies in Business 
Economics No. 30 (New York* National Industrial Conference Board, Inc., 1951). 
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stated in its decision invalidating the Wisconsin law, the so-called emer- 
gency legislation was invoked as soon as a dispute arose, regardless of 
the extent of the emergency, until the law became comprehensive 
code for the settlement of labor disputes between public utility employers 
and employees/' 

There is conflicting evidence as to whether or not two laws — the 
seizure law of Virginia, which penalized employer profits and denied 
employees any concessions during the seizure period, and the Massachu- 
setts law, which gave the Governor several alternatives to pursue in case 
of an emergency so that neither union nor management could foretell 
what would happen — inhibited collective bargaining while preventing 
disputes in critical industries.^® 

Basically the problem of confining emergency legislation to emer- 
gencies remains a difl&cult one. By various legislative measures, the states 
have gained valuable experience which may eventually point the way to 
a solution of the problem of encouraging free collective bargaining, while 
at the same time protecting the public against stoppages which create 
either grave inconvenience or actual emergency. 

QUESTIONS FOR DISCUSSION 

1. Discuss the value of strike votes supervised by governmental agencies as a means 
of reducing work stoppages. What has been the experience of the states with 
such strike votes ? 

2. What role should legislation play in emergency disputes ? Should states be al- 
lowed to intervene in such disputes? To what extent? 

3. Is conciliation a diflicult job to do well? Explain your answer. 

SUGGESTIONS FOR FURTHER READING 

Bernstein ef al. (eds.) Emergency Deputes and National Policy. New York: 
Harper & Bros., 1955. 

A symposium on government and emergency disputes. 

Kaltenborn, Howard S. Governmental Adjustment of Labor Disputes, chaps, 
ii and ix. Chicago: The Foundation Press, 1943. 

A brief review of the conciliation service and the conciliator’s problems. 

Northrup, op . cit ., pp. 30-35. 
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STATE LABOR RELATIONS 
LEGISLATION 


Between 1937 and 1945, seven states — ^Utah, Wisconsin, 
New York, Pennsylvania, Massachusetts, Rhode Island, and Connecticut 
— ^passed legislation modeled on the Wagner Act. Two years later Wis- 
consin and Pennsylvania amended their ''Little Wagner” Acts to lessen 
the protection given employees in choosing unions and to place restric- 
tions upon certain employee and union activities similar to the provisions 
of the Taft-Hartley Act. Also, in 1939, Minnesota and Michigan adopted 
laws similar to the amended Wisconsin and Pennsylvania statutes, as did 
Colorado and Kansas in 1943. In 1947, Utah amended its "Little Wag- 
ner” law on the Wisconsin model, and Massachusetts made modifications 
in its legislation based upon the unanimous report of a tripartite labor- 
management-public committee appointed by the Governor. In 1953, Ore- 
gon enacted a law somewhat on the Taft-Hartley version. Hawaii and 
Puerto Rico have also enacted laws modeled on the Taft-Hartley Act. 

In addition to these comprehensive statutes, a great many states have 
passed laws aimed at restricting certain union activities. We have already 
discussed the fact that eighteen states forbid or restrict union-security 
agreements.^ Other state-restricted activities include picketing, jurisdic- 
tional strikes, and boycotts. Regulation of union welfare funds is in effect 
in three states and promises to spread, as noted in Chapter 3.^ 

A development since World War II has been in the field of "fair 
employment practice.” Legislation has been adopted by several states and 
cities curbing employer and union freedom to discriminate in employment 
because of race, color, sex, or national origin. 

JURISDICTION OF STATE LABOR LAWS 

The jurisdiction of state labor laws includes (1) intrastate indus- 
tries; (3) areas over which the National Labor Relations (Taft-Hartley) 

1 See Chapter 6. 

2Seepp. 112-16. 
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Act has ceded jurisdiction; and (3) areas of regulation concerning which 
a state law exists, but no federal law has been enacted. 

Intrastate industries (exclusive of agriculture, which is generally 
exempt from both state and federal labor legislation) include approxi- 
mately 17,500,000 workers employed in laundries and other such service 
trades, local transportation and utilities, retail stores, etc. Approximately 
25 per cent of the civilian labor force is so engaged. 

Under the Wagner Act, the National Labor Relations Board ceded 
jurisdiction to state agencies over various industries which are technically 
in interstate commerce but are also local in character. An example in New 
York was the financial and brokerage industry which was handled by the 
New York State Labor Relations Board, although the NLRB clearly had 
jurisdiction. The NLRB adoted such arrangements, either because its 
budget was limited or because it believed that state agencies could best 
deal with primarily local industries. 

The Taft-Hartley Act restricted NLRB-state board co-operation, 
despite the fact that it purported to encourage it. This was true because, 
although the Taft-Hartley Act authoriaed the NLRB to cede jurisdiction 
over locali 2 ed industries to state agencies, it permitted the NLRB to 
waive its authority only where the state law was consistent with the Taft- 
Hartley Act. Since New York’s law retained Wagner Act principles, the 
co-operation between the New York Board and the NLRB was thereby 
restricted. None of the state laws have met the Taft-Hartley Law require- 
ment of "consistency” with the result that the NLRB has not ceded any 
jurisdiction to the states since passage of the 1947 Act. 

A "no-man’s land” has been created in recent years by the attempt 
of the National Labor Relations Board to withdraw from what the Board 
has decided are essentially "local” businesses, but which are, however, 
interstate by legal definition. Many of the situations over which the 
NLRB has abdicated authority are located in states which have either 
no labor relations act or which have an act not consistent with the Taft- 
Hartley Act. In either case, when the NLRB does not exercise its author- 
ity, a regulatory vacuum results. 

The second area of state jurisdiction derives from the provision of 
the Taft-Hartley Act which specifically grants pre-emption to state laws 
regulating union-security provisions. In the absence of this specific provi- 
sion, no state would be empowered to act on union security except so far 
as it affected purely intrastate industry. The reason is the doctrine of 
federal pre-emption based on Article VI, Clause 2, of the Federal Con- 
stitution which states: "This Constitution and the laws of the United 
States which shall be made in pursuance thereof . . . shall be the supreme 
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law of the land; and the judges in every state shall be bound thereby, 
anything in the Constitution or laws of any state to the contrary notwith- 
standing/’ 

The doctrine of federal pre-emption has also been construed by the 
United States Supreme Court to restrict state regulation of picketing, boy- 
cotts, jurisdictional strikes, and, as noted in Chapter 24,^ emergency 
strikes. The Wagner Act did not deal with any of these areas. Conse- 
quently, under the Tenth Amendment to the Constitution, which re- 
serves to the states those powers not delegated to the federal government, 
many state laws regulating these areas were passed after the Wagner Act 
became law in 1935. 

The Taft-Hartley Act, however, does legislate on these subjects. 
This has narrowed the applicability of these state laws, or cast doubt on 
their constitutionality, especially in view of recent Supreme Court deci- 
sions which give a liberal interpretation to the doctrine of federal pre- 
emption. It is not likely that this conflict of federal and state jurisdiction 
can be settled without specific and careful Congressional action. 

The third area of state jurisdiction arises when a state enacts a regu- 
latory measure covering problems concerning which the federal govern- 
ment has taken no position. Thus state laws regulating the internal affairs 
of unions or outlawing union race discrimination have been ruled consti- 
tutional by the United States Supreme Court because the federal govern- 
ment has not asserted jurisdiction over these problems. Such state laws 
operate in interstate as well as in intrastate commerce. Likewise in this 
category are the new laws regulating union-management welfare funds. 
If the federal government also legislates in this field, it must take cog- 
nizance of the state laws, or else the state laws could be invalidated by 
pre-emption. 

THE “LITTLE WAGNER” AND “LITTLE TAFT-HARTLEY” ACTS 

Employer Unfair Labor Practices 

As the summary in Table 48 shows, both the ” Little Wagner” Acts 
and those which more closely resemble the Taft-Hartley law follow the 
unfair labor practice provisions of the Wagner Act. Some include in their 
proscriptions specific prohibitions against black list, employer espionage, 
and other matters which have been covered within the Wagner Act’s gen- 
eral restriction on restraint or coercion of employees for union activity. 

On the other hand, two of the state laws, Minnesota and Michigan, 
do not specifically prohibit the employer from restricting or coercing em- 

3 Seep. 755. 
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ployees, and the revised Wisconsin, the Minnesota, and the Colorado 
statutes limit the protection of workers against company unions. The Ore- 
gon law outlaws only interference with union activity and discrimination 
for union activity. 

In enforcing unfair labor practice provisions, the New York courts 
permit the New York State Labor Relations Board to draw inferences 
from hearsay and make other variations from accepted courtroom pro- 
cedure along the lines of the procedure utilized by the NLRB under the 
Wagner Act. In most of the other states, however, the state courts have 
been more restrictive and have forced the state agencies to adhere more 
closely to court procedure. 

Most of the state laws permit the closed or union shop. The 1947 
amendments to the Massachusetts law, however, require the Massachu- 
setts Labor Relations Commission to prohibit discharges initiated by 
unions pursuant to compulsory membership agreements if the union 
was guilty of discrimination or undemocratic practices. Although the 
amended Wisconsin law prohibits compulsory membership agreements 
with a company-dominated union, it does permit the employer to sign 
such an agreement with a union which is not authorized by the majority 
of the workers to represent them, a provision which is obviously incon- 
sistent with the freedom of choice which that act purports to protect. The 
Kansas statute is somewhat similar. 

The Pennsylvania statute permits employers to sign compulsory 
membership agreements only if the union is free from company discrimi- 
nation, is the majority choice of the employees, admits to membership 
all employees eligible, and does not discriminate because of race, color, 
creed, or political beliefs. Wisconsin and Colorado require unions which 
are parties to compulsory membership contracts to admit all present and, 
apparently, all future employees. In addition, both Wisconsin and Colo- 
rado require special elections and approval, by three fourths of the mem- 
bership in Colorado and by two thirds in Wisconsin, before the compul- 
sory membership agreement can be signed. The Wisconsin provision, in- 
cidentally, was the source of the similar election requirement in the Taft- 
Hartley Act. 

All these restrictions on the closed shop, except those in Massachu- 
setts, are directed in actual fact primarily against the employer rather 
than against the union, since the employer commits an unfair labor prac- 
tice by signing an illegal compulsory membership agreement or by dis- 
charging an employee pursuant thereto. Perhaps this accounts for the 
fact that only in Wisconsin have there been actual cases brought to hear- 
ings under these provisions. The Massachusetts law attempts to surmount 



Unfair Labor Practices Forbidden by State Labor Relations Acts 



Source Compilation by The Bureau of National Affairs, Inc. 



764 • ECONOMICS OF LABOR RELATIONS 

this difficulty by subjecting discharges made pursuant to the use of closed 
shops to arbitration on the complaint of the person discharged. 

All of the Little Wagner Acts authorize the enforcement agency to 
order an employer to reinstate a worker who has been illegally discharged 
or otherwise discriminated against because of union activities, but only 
four of the seven Taft-Hartley type laws do so. In a number of cases 
in which workers have been discharged pursuant to an illegal closed- 
shop agreement, the Wisconsin Employment Relations Board ordered the 
union to reimburse the worker with back pay, but the Wisconsin Supreme 
Court overturned the rulings on the grounds that the Board had no power 
so to penalize the unions. 

The Michigan, Minnesota, and Kansas acts make no provisions for 
either reinstatement or back pay. This omission reduces to a bare mini- 
mum the protection given to employees and to unions. 

All of the 'Tittle Wagner'’ Acts and again only four of the Taft- 
Hartley type require the employer to bargain with the duly chosen rep- 
resentative of his employees. Colorado, however, permits the employer 
to refuse to bargain for a closed shop. Kansas, Michigan, and Minnesota 
do not require the employer to bargain, thus further reducing the protec- 
tion given employees and unions. 

Finally, in all states but Kansas and Michigan, a special agency is 
delegated authority to administer the labor relations law. In these two 
states, administration is left to the courts where, as under the Railway 
Labor Act, the full burden of the litigation is on the aggrieved party. As 
a result, the unfair labor practice provisions of these two states are vir- 
tually inoperative. 

Unfair Labor Practices of Employees and Unions 

The unfair labor practices in the "Little Taft-Hartley” laws which 
are directed against employees and unions are summarized in Table 48. 
They may be divided into four categories: 

1. Prohibitions of violence and similar activities, which were almost uni- 
versally unlawful before the passage of the labor relations acts — for ex- 
ample, sit-down strikes, sabotage, and mass picketing. 

2. Restrictions on peaceful tactics, such as picketing and organizing cam- 
paigns, especially where coercion is alleged. 

3. Limitations on union objectives which make illegal all efforts to achieve 
a forbidden objective, such as a make- work rule. 

4. Regulations of the internal affairs of unions, such as financial matters, 
election procedure and eligibility for union office.^ 

^ C. C. Kiliingsworth, S^aU Labor Relations Acts (Chicago: University of Chicago 
Press, 1948), pp. 42-43. 
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Wisconsin has had the most experience with these proscriptions. In 
the other states, the machinery against unfair union practices has not been 
utilized, except in a^ery few cases. And in Wisconsin the results have 
not been conspicuously successful, largely because the damages alleged 
have already been sustained long before the sanctions or remedies can be 
brought to bear. It will be recalled that the Taft-Hartley Act gave prior 
treatment to, and provides that the NLRB must seek an injunction in, 
boycott cases. It seems likely that this provision was influenced by the 
experience under the Wisconsin law. 

In making violence and other already unlawful acts unfair labor 
practices, the Little Taft-Hartley laws provide new procedures and pen- 
alties to control such conduct. The laws which are enforced by adminis- 
trative agencies can be utilized to restrain violence or illegal picketing; 
or the protection of the law may be withdrawn from unions. This latter 
is a severe penalty, for it leaves the employer free to commit any and all 
unfair labor practices against the union, and this amounts to a doctrine 
that two wrongs make a right. Moreover, in case the same penalty is in- 
voked against the employer, he has little to lose since he can apply for 
police protection against activities which were always unlawful. 

The second group of state employee unfair labor practices restricts 
activities such as peaceful picketing, boycotting, and jurisdictional strikes 
which would otherwise be lawful. As we noted in Chapter 22, the extent 
to which the states may regulate peaceful picketing is not clear, although 
it is certain that some regulation is permissible, provided there is no con- 
flict with a Federal statute, particularly the Taft-Hartley Act. 

Kansas makes it unlawful to strike, picket, boycott, or , otherwise 
engage in concerted activity for the purpose of a jurisdictional strike. 
Minnesota provides that if, upon due notice, the unions do not cease a 
jurisdictional strike and determine the issue peacefully, the governor may 
appoint a referee and force the matter into compulsory arbitration. This 
was undoubtedly the provision upon which the Taft-Hartley Act provi- 
sion dealing with jurisdictional strikes was modeled. 

Wisconsin and Colorado make it an unfair labor practice for a 
union to refuse to accept a final and binding award of the state labor 
relations agency, an arbitration tribunal, or a court. This has had the 
effect of outlawing picketing or boycotting to upset labor board certifica- 
tions. In 1947, Massachusetts specifically amended its law to prevent 
union defiance of labor board certifications. In New York, the state courts 
have ruled that the state anti-injunction law, which is modeled on the 
Norris-LaGuardia Act, does not limit the right of the courts to enjoin 
picketing which is aimed at nullifying a state labor board certification. 
Hence, New York has felt no need to legislate on this subject. 
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Minnesota, Wisconsin, and Colorado provide that strikes in viola- 
tion of collective agreements are unfair labor practices. In addition, as 
noted in Chapter 24, most of the states which have legislation similar to 
the Taft-Hartley Act require strike notices and strike votes prior to the 
calling of the strike. 

Kansas, Wisconsin, Utah, Minnesota, and Colorado have outlawed 
nearly all types of primary or secondary boycotts. Utah, Wisconsin, and 
Minnesota exempt sympathy strikes in support of employees in similar 
occupations working for other employers in the same type work, but the 
other states even omit these provisions. These state laws, combined with 
the provision in the Taft-Hartley Act, effectively outlawed picketing in 
support of boycotts in most industries. 

Finally, Wisconsin, Colorado, Utah, Michigan, Kansas, Pennsyl- 
vania, and Oregon prohibit employee interference or coercion in the right 
of employees to join or not to join unions. 

The most important regulation classified in the third group — restric- 
tions on union objectives — is that of compulsory union agreements. Since 
this applies as an unfair labor practice to employers as well as to unions, 
it has already been discussed above. In addition, however, three states 
— Wisconsin, Colorado, and Pennsylvania — have, like the Taft-Hartley 
Act, outlawed the automatic or general checkoff of union dues and per- 
mit only the voluntary checkoff after the individual has authorized it in 
writing. 

Two other restrictions are contained in this type of legislation. The 
first is the provision in the Colorado Act which makes it an unfair labor 
practice for a union to require the hiring of unnecessary employees. A 
similar provision was later placed in the Taft-Hartley Act. The other is 
the restriction in the Utah law which makes it an unfair labor practice 
for an employer to bargain with a minority union. This is applicable not 
only where there is a majority union but also where there is a union to 
which a minority of the employees belong, but no majority union has 
been certified. Hence, it goes beyond the Taft-Hartley Act. 

The final group — regulation of the internal affairs of unions — in- 
cludes provisions couched in terms of union democracy apparently de- 
signed to restrict union activity (Kansas and Colorado) ; those which 
are genuinely designed to promote union democracy (Massachusetts and 
Minnesota) ; and those which are difficult to classify (Wisconsin and 
Pennsylvania) . 

Kansas requires registration, licensing of business agents, and many 
other details which are designed to burden unions and which are of ques- 
tionable constitutionality, since conceivably they could be utilized to pre- 
vent unions from operating altogether. Colorado enacted an even more 
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drastic regulatory law, which included compulsory incorporation for 
unions, but this section of the statute was declared invalid by the state 
supreme court. 

Wisconsin’s statute requires unions to provide financial reports in 
writing to all members but makes no penalty for violations. Kansas pro- 
hibits the collection of dues, assessments, etc., in excess of those author- 
ized in the constitution of the union. Colorado’s financial requirements 
are severe in that they require the state industrial commission to pass upon 
initiation fees and dues and to change or to alter any fees if the commis- 
sion thinks such changes are proper. Conceivably, the industrial com- 
mission could cut off all revenues of the union, but the provisions cannot 
now be enforced, since they were included in the compulsory incorpora- 
tion section which was held unconstitutional. 

Kansas, Wisconsin, and Colorado regulate union elections. Kansas 
merely makes it an unfair labor practice to prevent or prohibit an election 
of officers. Minnesota’s unique union democracy law^ regulates the details 
of elections, providing that they must be held according to the union 
constitution but at least every 4 years, with secret ballot, and disqualifies 
the union as a bargaining representative in case of violation. Thus far, 
however, there has been little experience with this law. Colorado’s regu- 
lations, which were the most drastic, have been rendered unenforceable 
by the court decision in the compulsory incorporation case. 

Pennsylvania, Wisconsin, Colorado, and Massachusetts regulate 
union membership policies in cases where the union holds a closed shop 
or other form of compulsory membership contract. Pennsylvania prohib- 
its discriminatory membership policies because of race, color, creed, or 
political affiliation for such unions. Wisconsin and Colorado require that 
a union under such an agreement must not unreasonably refuse to accept 
any employee of the employer as a member. The Massachusetts law of 
1947 provides that no compulsory membership agreement can be applied 
to an employee who is not eligible for full membership and voting rights 
in the union. In addition, the employer cannot discharge such an em- 
ployee except under restricted conditions, and the employee can appeal 
to the Massachusetts Labor Relations Commission to have a discharge 
overturned, if (l) the discharge violated the union’s rules, ( 2 ) the em- 
ployee had been denied a fair trial, ( 3 ) the penalty imposed was not 
justified by the offense, or ( 4 ) the penalty was inconsistent with the estab- 
lished public policy of the state. It is also an unfair labor practice in 
Massachusetts to strike against or boycott an employer to force him to 
discharge an employee in violation of the state law. 

Kansas makes it a misdemeanor for a union to deny an employee 

5 This is a separate statute from the Minnesota labor relations act. 
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the right to petition courts concerning any agreement, to publicize facts 
concerning such agreement or violation of law, and to assemble peace- 
ably or to speak freely. Colorado permits an employee to take any com- 
plaint regarding any union matter to the state industrial commission and 
thus suspend any disciplinary action of any kind that a union might im- 
pose upon a member until the commission could interfere. Here again, 
however, the law is inoperative because of its tie-in with the unconstitu- 
tional compulsory incorporation feature. 

Representation Disputes 

All the state labor relations laws except those in Kansas and Michi- 
gan provide that in case of a dispute over representation the appropriate 
agency shall have authority to determine which union, if any, is the rep- 
resentative of a given group of employees. In Michigan, the state media- 
tion board can conduct elections but only if all parties agree, but Kansas 
makes no provision whatsoever. 

In general, the state boards handle representation matters similarly 
to the way in which the National Labor Relations Board functions. There 
are, however, some statutory and administrative variations. The first of 
these is the so-called craft proviso, which was written into many of the 
state laws at the request of the American Federation of Labor. Thus the 
New York law, Section 705 (2), provides that “in any case where the 
majority of employees of a particular craft shall so decide, the [New York 
State] board shall designate such craft as a unit appropriate for the pur- 
pose of collective bargaining.” This is similar to, but goes beyond, the 
craft unit policies of the NLRB. In effect, it extends to all crafts the 
right of separate representation such as the Taft-Hartley Act gave to pro- 
fessional employees. State agencies may, however, deny a separate elec- 
tion to an employee group if the agency decides that the group is com- 
posed of various employees rather than of a “true craft.” 

The appropriate unit is generally one plant, but multiplant units 
are not unknown, particularly in industries, e.g., retail delivery, where 
multiunit bargaining on a local basis is common. 

Ail the laws follow the Taft-Hartley rather than the Wagner Act 
in permitting employers to petition for representation elections, although 
the latitude permitted employers to petition varies considerably. In addi- 
tion, Pennsylvania and Wisconsin permit employees to file petitions to 
prove that they do not want representation by a union. This is an ap- 
proach somewhat similar to the decertification procedure of the Taft- 
Hartley Act. 
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RESTRICTIVE LEGISLATION 

As noted earlier in this chapter, a great many states have enacted 
legislation designed to curb specific union conduct. These laws differ 
from labor relations or ''Little Taft-Hartley'’ laws in that they are not 
usually part of a comprehensive state labor code but are rather aimed at 
restricting a particular union activity. The so-called "right-to-work” laws 
fall in this category. In Chapter 6, we analyzed these laws which are in 
effect in eighteen states.® Most of the right-to-work laws either limit or 
forbid outright the check-off of union dues.'^ 

Other union activities which are frequent targets of state legislative 
curbs are boycotts, jurisdictional strikes, sit-down strikes, and picketing. 
Tables 49, 50, and 51 summarize the laws dealing with these subjects, 
and also include any applicable provisions of state labor relations acts. 

Little needs to be added about the nature of these laws and the 
subjects with which they deal beyond what has already been noted in 
Chapters 22, 23, and earlier in this chapter. Their enforceability and 
validity are in doubt in many areas already covered by the Taft-Hartley 
Act. Moreover, although the activities toward which they are directed 
are certainly worthy of legislative consideration, too often the laws are 
written without very much understanding of the nature of unions. Most 
of the restrictions are in fact found in rural states and seem more aimed 
at reducing the effectiveness of unions generally than in curbing specific 
abuses. 

FAIR EMPLOYMENT PRACTICE LEGISLATION 

The efforts of Negroes and other minorities to obtain a fair chance 
at employment opportunities, coupled with the manpower requirements 
of the armament program, led in early 1941 to the issuance of a Presi- 
dential executive order establishing a fair employment practice com- 
mittee. During the war, the committee attempted to integrate minority 
workers into war industries and otherwise effectuate the policy of non- 
discrimination on grounds of race, color, creed, or national origin. 

The work of the FEPC dramatized the possibilities of such legisla- 
tion and led a number of states and municipalities to pass laws, either 

® Alabama, Arizona, Arkansas, Florida, Georgia, Indiana, Iowa, Mississippi, Nebraska, 
Nevada, North Carolina, North Dakota, South Carolina, South Dakota, Tennessee, Texas, 
Utah, and Virginia. 

See Table 12, p. 188 for a description of "checkoff.” 
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TABLE 51 

State Regulation of Strikes 




Prohibition against 

State and Date of Law 

Sit-Down 
Strike 
or Seizure 
of Property 

Other Strikes 

Colorado : 

1943 

X 


Florida: 

1943 

X 


Kansas : 

1943 

X 


Maryland : 

1941 

X 


Massachusetts : 

1947 

X 

No strike or slowdown to bring about 

Michigan: 

1939 

X 

an unfair labor practice. 

Minnesota : 

1943 

X 


1945 

No strike to deny right of certified union 

1947 


to bargain. 

No strike to coerce other employer to en- 

North Dakota: 1 

1953 


courage or discourage union member- 
ship. 

Sympathy strike. 

Pennsylvania: 

1947 

X 


Utah: i 

1947 

X 


Vermont: 

1937 

X 


Washington: 

1937 

X 


Wisconsin: 

1939 

X 






Source: Compilation by The Bureau of National Affairs, Inc. 


modeled on the federal FEPC or less broad in coverage. Some of these 
laws have enforcement powers and others do not (Table 52). 

Under state fair employment laws with enforcement powers, agen- 
cies are required to investigate and to hear charges of discrimination in 
much the same manner as the NLRB handles unfair labor practice cases. 
These laws also provide, however, that conciliatory methods to secure 
compliance must be attempted before enforcement is invoked. 

The state laws have already had effects upon policies of employers 
and unions. A number of unions, such as the Brotherhood of Railway and 
Steamship Clerks, Freight Handlers, Express and Station Employees and 
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the Brotherhood of Maintenance of Way Employees, have removed dis- 
criminatory provisions from their laws and have adopted nondiscrimina- 
tory policies. Others, however, such as the Brotherhood of Railroad Train- 
men and the Brotherhood of Locomotive Firemen and Enginemen, have 
modified their rules but not their policies. 

State fair employment practice laws have also resulted in consider- 
ably increased employment, especially for Negroes but also for other 
minorities. Unfortunately, however, these laws have not had the far- 
reaching effects which their sponsors expected. The basic reason appears 
to be that workers from minority groups remain reluctant to apply for 
jobs where they feel that they will be rejected. Workers are looking for 
jobs, not lawsuits or insults. And most important, there is no organization 
to play the role which unions have in unfair labor practice cases. A worker 


TABLE 52 

State and Municipal Fair Employment Practice Legislation, January, 1954 


STATE LAWS WITH 

enforcement powers 


STATE LAWS WITH ONLY 
"educational" POWERS 


Alaska 

Colorado 

Connecticut 

Massachusetts 

Michigan 

Minnesota 

New Jersey 


New Mexico 

New York 

Oregon 

Pennsylvania 

Rhode Island 

Washington 

Wisconsin 


Kansas 

Indiana 


MUNICIPAL ORDINANCES WITH 
ENFORCEMENT POWERS 


MUNICIPAL ORDINANCES 
WITH ONLY 

"educational" powers 


Illinois: 

Chicago 

Indiana: 

East Chicago 
Gary 

Michigan: 
Ecorse 
Hamtramck 
Pontiac 
River Rouge 
Minnesota: 
Duluth 
Minneapolis 
St. Paul 
Wisconsin: 
Milwaukee 


Ohio: 

Pennsylvania: 

Ohio: 

Campbell 

Braddock 

Akron* 

Cleveland 

Clairton 

Arizona: 

Girard 

Duquesne 

Phoenixf 

Hubbard 

Erie 


Lorain 

Johnstown 


Lowellville 

Monessen 


Niles 

Philadelphia 


Steubenville 

Pittsburgh 


Struthers 

Sharon 


Warren 

Iowa: 


Youngstown 

Des Moines 


Cincinnattif 

Sioux City* 

Missouri: 


California: 

St. Louisf 


Richmond* 

Maryland: 


San Francisco 

Baltimoref 



* Applicable only to municipal agencies and firms doing business with municipality, 
t Applicable only to municipal agencies. 

Source: New York State Commission against Discrimination. 
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who has been discriminated against because of race or color may secure 
some assistance from a race relations organization or a legal-aid group; 
but no organization exists which is primarily engaged in handling such 
matters. As a result, many complainants do not follow through even if 
they make complaints. Nevertheless, there is real indication of improved 
employment opportunities for minorities as a result of these laws. 

Other Nondiscrimination Legislation 

Fair employment legislation of another kind exists in two states. 
Louisiana and Massachusetts outlaw discrimination because of age. The 
former state utilizes the courts to enforce its statute; the latter assigns en- 
forcement duties to the commission which administers its FEPC law. 

In addition, in thirteen states — California, Connecticut, Illinois, 
Maine, Massachusetts, Michigan, Montana, New Hampshire, New Jer- 
sey, New York, Pennsylvania, Rhode Island, and Washington® — dis- 
crimination in rates of pay as between sexes is forbidden. Such legislation 
is sponsored both by equal rights groups for women and by unions who 
fear that women will be employed at lower rates than men. 

CONCLUDING REAAARKS 

The states have experimented widely in the field of industrial rela- 
tions. Many state laws have been based on federal experience; and much 
federal legislation in turn originated in the states. The Wagner Act was 
copied by several states, and many of the Taft-Hartley amendments to 
the Wagner Act were based on state laws. Nevertheless, much state ex- 
perience is ignored by federal legislators, as witness the Eisenhower ad- 
ministration proposal to enact strike-vote legislation despite the adverse 
experience with such legislation in Michigan, Minnesota, and Missouri.® 

The need, moreover, for basic uniformity in federal-state legislation 
has never seriously been studied by Congress and the state legislatures. 
No agreement exists as to which areas should be regulated by states and 
which by the federal government. Stable and peaceful industrial relations 
require agreement both on areas of regulation and on principles. The 
latter, apparently, must await the former, and the former may only be 
achieved by federal assertion of authority where Congress decides such 
is necessary; and federal abdication where Congress decides what matters 
should be left to the states. 

^ Alaska also has an equal-pay law. 

^ See Chapter 24, pp. 753-54. 



STATE LABOR RELATIONS LEGISLATION • 775 


QUESTIONS FOR DISCUSSION 

1. What suggestions would you make to divide labor relations authority between 
the states and the federal government? Explain your answer, and indicate what 
changes in federal and state laws would be required. 

2. Do you think laws against discrimination in employment make a contribution 
to public policy ? Explain your answer. 

3. What contributions, if any, do ”right to work” laws make to sound collective 
bargaining ? 

SUGGESTIONS FOR FURTHER READING 

Killingsworth, C. C. State Labor Relations Acts. Chicago : University of Chi- 
cago Press, 1948. 

A thorough study of state acts which have not changed substantially since 

1948. 

Northrup, Herbert R. ' ‘Progress without Federal Compulsion,” Commentary ^ 
Vol. XIV (September, 1952), pp. 206-11. 

An analysis of progress in fair employment and of the means to further 
federal action, both short of and including a compulsory federal FEPC. 



Chapter 

26 


COLLECTIVE BARGAINING 
BY GOVERNMENT 
EMPLOYEES 


In 1957 , nearly 8,000,000 persons earned their livelihood 
as civilian employees of federal, state, or local governments^ Public em- 
ployees thus constitute one of our largest worker groups. Moreover, the 
tendency of our times is to increase the services of the state and, hence, 
the number of public workers. Obviously, the government must have in- 
dustrial relations policies to deal with its vast employee force. (See Fig. 5 3 .) 

The role of government as employer is of increasing concern today, 
first because of the expansion of government activity into the industrial 
field and second because of the frequent use of the seizure technique as a 
method to deal with so-called emergency strikes. As to the latter situation, 
for example, the Supreme Court ruled in 1947 that the federal govern- 
ment was not proscribed by the Norris-LaGuardia Act from obtaining 
an injunction against a strike by the United Mine Workers at a time when 
the government had seized the mines because miners were then "federal 
employees.”^ The court ruled thus despite the fact that the government 
was in possession of the mines in only a fictional, or perhaps technical, 
sense, and despite the fact that there was no thought on the part of any- 
one involved in the controversy that the mines would not be turned back 
to their private owners (who continued to operate them during govern- 
ment seizure) as soon as the miners and operators could reach an agree- 
ment for peaceful operation. 

The government as employer thus poses a serious problem for the 
future of collective bargaining. If the government continues to increase 
its industrial activities, the area of collective bargaining can be narrowed 
considerably. There are, however, strong possibilities that this dilemma 
can be averted. One way would be for the government to adopt different 
labor policies for its industrial activities than for its traditional functions. 
In some ways this is what Great Britain is doing in its nationalized indus- 

1 Data from U.S. Bureau of Census. 

2 US. V. U/ 2 /fed Mine Workers, 6l Sup. Ct. 677 (1947). 
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tries and what the federal government has done in such quasi-independ- 
ent operations as the Tennessee Valley Authority. 

Another, and in many ways more feasible, manner in which the 
dilemma of government as employer can be resolved is for both govern- 
ment and government employees to exercise that restraint which should 
characterize their relations in a democracy. For employees, this means 
voluntary relinquishment of the right to strike in recognition that, what- 
ever the legal aspects of the problem, the general public is generally 
opposed to strikes of public workers. In return, the government should 
recognize that unions and collective bargaining have a role in govern- 
ment-employee relations, and that the fact that government employees 
do not use the strike weapon makes it essential that substitute methods 
of settlement and fair personnel practices be instituted. The latter is the 
more likely road of labor relations in the American government. Be- 
fore, however, a labor relations policy for government employees can be 
worked out on the basis of these principles, a number of statutes and 
regulations must be clarified in regard to government labor's right to 
strike, to organize, and to bargain through imions. 

THE SOVEREIGN EMPLOYER AND THE RIGHT TO STRIKE 

Traditionally, the government as employer assumes that, since the 
government represents the sovereign power, it must reserve the sole right 
to determine the terms and conditions of employment under which its 
employees labor. In actual fact, however, the second premise does not 
follow the first. The essence of sovereignty includes the right to delegate 
authority. Hence, the sovereign power can delegate or share authority to 
determine the terms and conditions of employment. To a considerable 
extent, many governmental agencies actually do this, but many do not.^ 

Probably no government body in the United States concedes the 
right of its employees to strike. A strike of government employees which 
results from dissatisfaction over wages, hours, and working conditions 
becomes, in the light of the principle of sovereignty, an insurrection 
against public authority. Despite the fact that thousands of government 
employees have struck at one time or another,^ a strike of public employ- 
ees is greeted with extraordinary alarm and concern. Now if striking gov- 
ernment employees are policemen or firemen or equally essential groups, 
it is easy to understand the public alarm. If these striking employees are 

3 For an excellent discussion of this subject, see S. D. Spero, Government as Em- 
ployer (New York: Remsen Press, 1948). Much of this discussion is based upon Dr. Spero’s 
book. 

^ David Ziskind, One Thousand Strikes of Government Employees (New York: Co- 
lumbia University Press, 1940). 
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truck drivers or street laborers, the situation is a rather anomalous one. 
For these employees are not only not essential to the conduct of the com- 
munity’s business but they are, like many government employees, often 
less essential to the community than are the employees of many private 
concerns. For example, in New York City, a strike of employees of private 
tug boat operators literally shut down the city. If the employees of the 
Consolidated Edison Company, which supplies New York City with elec- 

FIGURE 53 

Public Employment 
United States, 1946-56 
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In 1956, there were 7.7 
million civilian public 
employees, an increase 
of 1.7 million over the 
1946 total. The 2.3 mil- 
lion public employees 
concerned with education 
end the 1.2 million en- 
gaged in national defense 
work accounted for obout 
45 % of all governmental 
personnel in 1956. The 
term, "public employee," 
includesall paid officials 
qnd civilian employees of 
Federal, State, and local 
governmental units, ex- 
cept school board mem- 
bers. Employees of 
contractors, other per- 
sons serving govern- 
ments on o contract 
basis, and persons on 
work relief ore not con- 
sidered pubi tc employees. 
Source: Bureau of 
Census 
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Federal 

(civilian) 

State 

Local 

1946 

2,434 

(Thousands) 

804 

2,762 

1947 

2,002 

909 

2,880 

1948 

2,076 

963 

3,002 

1949 

2,047 

1,037 

3,119 

1950 

2,117 

1,057 

3,228 

1951 

2,515 

1,070 

3,218 

1952 

2,583 

1,103 

3,418 

1953 

2,385 

1,129 

3,533 

1954 

2,373 

1,198 

3,661 

1955 

2,378 

1,250 

3,804 

1956 

2,410 

1,322 

3,953 

1956/ By Activities 

Education.... 

3a 

407 

1,876 

National defense 

1,162 

b 

• •• 

Health and hospitals 

175 

275 

273 

General control 

111a 

75o 

359 

Postal service 

516 

e • e 

« • • 

Highways 

4a 

212 

280 

Police and fire protection 

22a 

26a 

444 

Natural resources 

168 

99 

30a 

Other(l) 

249a 

228a 

690a 


(0 Includes such services as sanitation^ water supply, transit, public welfare, and 
local parks and recreation, 

a Included in the **all other’* category shown on the front of the chart, 
b Data for State National Guard activities included in "other." 


Copyright, 1957, by The Conference Board, 460 Park Avenue, New York 22, N.Y. 
Reprinted from Koad Maps of Industry, No. 1140 (November 1, 1957). 


trie light and power, should strike, the effect could well be as catastrophic 
as a police strike. And when New York City transit employees were work- 
ing for a private company, no one doubted their right to strike. Yet when 
the city took over these same transit companies, the transit employees 
were advised that they now had no right to strike since they were govern- 
ment employees. 

Despite these anomalies, strikes of public employees both interfere 
with the efheient operation of government and are extremely unpopular 
with the general public. One result of this public disapproval has been a 
series of local, state, and federal laws penalizing striking government 
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employees. A wave of local ordinances and regulatory measures were 
adopted in 1919-20, after the Boston police strike of 1919, which were 
designed to outlaw public employee strikes, especially those by firemen 
and policemen; and a second wave of such ordinances followed in 1946- 
48. 

The states began adopting similar public worker antistrike legisla- 
tion in 1946, and by 1957, nine states had such laws on the books.^ One 
of these measures is New York’s Condon-Wadlin Act of 1947 which was 
later copied in Pennsylvania and Minnesota, and with some modifica- 
tions, by Ohio. It provides that (1) public employee strikers shall be im- 
mediately discharged; (2) if such strikers are eventually rehired, they 
shall receive no salary increases for a 3-year period over that which they 
were receiving when the strike occurred; and (3) rehired strikers shall 
be deemed temporary employees for a 5 -year period and therefore sub- 
ject to summary discharge. Moreover, the Condon-Wadlin Act defines a 
strike as an individual act of a person ‘ V/ho, without the lawful approval 
of his superior, fails to report for duty or otherwise absents himself from 
his position, or abstains in whole or in part from full, faithful and proper 
performance of his position.” This definition can easily be used by admin- 
istrators to discharge employees for any reason whatsoever. 

The federal government has also outlawed public employee strikes. 
The Lloyd-LaFollette Act of 1912, which affirmed the right of postal em- 
ployees to join unions, did not include within its protection organizations 
” affiliated with any outside organization imposing an obligation or duty 
upon them to engage in any strike, or proposing to assist them in any 
strike, against the United States.” A *Tider” attached to appropriation 
bills since 1946 forbids payment of salaries to federal employees who 
are members of an organization ''asserting the right to strike against the 
United States.” Then Congress included in the Taft-Hartley Act the fol- 
lowing provision modeled upon New York State’s Condon-Wadlin Act: 

It shall be unlawful for any individual employed by the United States or any 
agency thereof including wholly owned government corporations to participate in 
any strike. Any individual employed by the United States or by any such agency, 
who strikes, shall be discharged immediately from his employment, and shall for- 
feit his civil service status, if any, and shall not be eligible for reemployment for 
three years by the United States or any such agency. 

Even where such legislation does not exist, the courts have ruled 
that employees in the public service do not have the right to strike and 

^Virginia, Texas, Washington, Nebraska, Missouri, New York, Pennsylvania, Minne- 
sota, and Ohio. 
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that public employees may be punished by discharge for striking.^ As a 
matter of fact, unions in the public service have rarely challenged this 
interpretation, since most of them do not take strike action. The main 
exception was the action of the United Public Workers, expelled from the 
CIO as Communist-dominated, at its 1946 convention in providing a 
procedure for strike action. This led directly to the 1946 Congressional 
riders forbidding payment of salaries to members of organkations 
"asserting the right to strike against the United States." 

The main difficulty with negative antistrike laws is that they en- 
courage government and administrators to ignore roots of discontent 
which are the main cause of strikes of both government and industrial 
workers. 

THE RIGHT TO ORGANIZE AND TO BARGAIN COLLECTIVELY 

The federal government concedes the right of its employees to or- 
ganize and to bargain collectively through unions of the employees’ own 
choosing. The main limitation is that, since 1946, these unions cannot 
assert "the right to strike against the United States." 

Federal employees did not win these rights without a struggle. 
Commencing in the nineteenth century, but especially in the administra- 
tions of Theodore Roosevelt and William Howard Taft, federal em- 
ployees were generally denied the right to form unions of their own 
choosing. Moreover, as a result of persistent attempts by postal employees 
to form unions and to improve their working conditions. President Theo- 
dore Roosevelt issued so-called "gag-rules" which forbade all federal 
employees from seeking to influence legislation either directly or indi- 
rectly through associations, or to appear before Congress except through 
the heads of departments. After a persistent campaign led by the Ameri- 
can Federation of Labor, Congress in 1912 adopted the Lloyd-LaFollette 
Act which provides: 

that membership in any society, association, club or other form of organization of 
postal employees not affiliated with any outside organization imposing an obliga- 
tion or duty upon them to engage in any strike, or proposing to assist them in any 
strike, against the United States, having for its objects, among other things, 
improvements in the condition of labor of its members, including hours of labor 
and compensation therefor and leave of absence, by any person or groups of per- 
sons in said postal service, or the presenting by any such person or group of persons 
of any grievance or grievances to the Congress or any member thereof shall not con- 
stitute or be cause for reduction in rank or compensation or removal of such per- 

^ Norwalk Teacher f Assn. v. Board oj Education, 28 LRRM 2408. 
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son or groups of persons from said service. The right of persons employed in the 
civil service of the United States, either individually or collectively, to petition 
Congress, or any member thereof, or to furnish information to either House of 
Congress, or to any committee or member thereof, shall not be denied or interfered 
with. 


Although the Lloyd-LaFollette Act applies only to postal em- 
ployees, its principles have been made generally applicable to all federal 
workers. The Lloyd-LaFollette Act, moreover, grants the right of hear- 
ing and notice to permanent employees in the civil service, except em- 
ployees of the State and Defense Departments and of the Atomic Energy 
Commission. 

In addition to the protection of the Lloyd-LaFollette Act, em- 
ployees in the federal service are entitled to review of dismissals by the 
Civil Service Commission. A Presidential directive has instructed depart- 
ment heads to carry out the Civil Service Commission’s recommendations. 
Nevertheless, government employees are excluded from the coverage of 
the National Labor Relations Act, and the Lloyd-LaFollette Act does 
not confer rights upon government employees similar to those conferred 
upon industrial employees by the National Labor Relations Act. The 
Lloyd-LaFollette Act represents merely Congressional approval of gov- 
ernment employee unionization, and in addition it sets forth a procedure 
which must be followed in instances of employee discharges from the 
federal service. Once the procedure is followed, discretion to discharge 
is with the administrator and the courts will not interfere. 

Nor is this fact altered by the provision in the law governing em- 
ployment in the post office which states that *'No person in the classified 
civil service . . . shall be removed therefrom except for cause. . . . Mem- 
bership in any society ... or other form of organization of postal em- 
ployees . . . shall not be the cause for reduction in rank or compensation 
or removal . . . from said service.” According to Dr. Spero: 

The net result of these provisions was that the postal authorities gave 
reasons other than the true ones for their action when seeking to remove or 
discipline an employee for activity arising out of organization membership. Thus 
they ordered the removal *'for the good of the service,” *'for bringing the service 
into disrepute,” 'Tor conduct unbecoming a federal employee,” "for making false 
and misleading statements.” The postal authorities have found the law no obstacle 
in their efforts to get rid of troublesome organization members. Postmaster Gen- 
eral Burleson, with the law fresh upon the books, discharged the national leaders 
of every AFL union of postal employees. His successors similarly had no difficulty 
in dropping workers who had come into conflict with the department during the 
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salary campaign of 1924-25, and Postmaster General Farley’s administration 
under the New Deal made removals for organization activity as readily as its 
predecessors. So long as the courts refuse to go behind the stated reasons of the 
authorities in making removals forbidden by law, the guarantees of the law in its 
present form remain empty.’’ 


State and Local Legislation 

Following the Boston police strike in 1919, several communities en- 
acted ordinances or regulations which not only severely penalized police- 
men or firemen who strike but also outlawed affiliation of police or 
firemen organizations with the general labor movement. In 1942, Dallas, 
Texas, enacted a law flatly forbidding employees to form unions. Follow- 
ing the doctrine enunciated in 1891 by Oliver Wendell Holmes,® such 
ordinances have been held constitutional. 

The municipal antistrike laws enacted after 1946 included a num- 
ber of antiaffiliation and antiunionization provisions. In addition, the leg- 
islature of Virginia adopted a resolution declaring it to be contrary to the 
public policy of that state “for any state or local official to recognize or 
negotiate with a labor union as a representative of public employees.” 
In 1940, Alabama’s legislature resolved that it "viewed with grave con- 
cern and disfavor” any “effort to organize state employees.” And in 
1946, Texas forbade collective bargaining in the public service and repre- 
sentation of state employees by "outsiders.” 

Nevertheless, collective bargaining exists in both the state and 
municipal service. Even in Texas, it is not unknown. A large Texas city 
took over and now operates a former privately run public utility. The em- 
ployees, who were represented by their AFL union under private owner- 
ship, now meet with the public administrator and discuss (not negotiate ! ) 
wages and working conditions. Meanwhile, the employees have conferred 
with their same union representative who is always at a local hotel when 
these “discussions” occur. When the discussions are concluded, the ad- 
ministrator publishes them under his signature and abides by them just as 
if they were in a labor agreement. 

Although collective bargaining does exist in the state and munici- 
pal public service, it is not so widespread. Moreover, the extent of 
civil service protection afforded state and municipal employees is gen- 
erally less than in the federal service, but even where civil service exists, 
it provides little protection if the administrator cares to circumvent it. 

7 Spero, op. at., p. 42. 

s "The petitioner may have a constitutional right to talk politics but he has no con- 
stitutional right to be a policeman.” McAuliffe v. Mayor of Bedford, 115 Mass. 216 (1891). 
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So long as the correct procedure is followed, dismissals can be made. The 
belief that a government job is “secure” is a persistent misconception that 
belies the actual facts. In many instances, the right of the government 
administrator to discipline and to discharge is as great as the right of the 
executive in business. Moreover, government employees may also be dis- 
charged as security risks, or as political administrations change; govern- 
ment employees who thought they had civil service protection may find 
that protection removed by executive order. And, finally, government em- 
ployees have no such protection against discharges for union activity as 
do employees in private industry subject to the Taft-Hartley Act. 

COLLECTIVE BARGAINING IN THE PUBLIC SERVICE 

Despite the difficulties placed in the path of unionism in the public 
service, more than 1 million government workers were members of 
AFL-CIO and independent unions in 1958, and scores of local, state, and 
federal agencies bargained with organizations of their employees.® 

Civil Service and Collective Bargaining 

Under present federal legislative practice. Congress enacts into law 
certain specific salaries and salary grades for most federal government 
employees. Moreover, most federal employees are covered by civil service 
regulations which prescribe generally the terms and conditions of employ- 
ment. This had led many people to question what useful purpose a labor 
organization of federal government employees can perform. Actually, 
however, in the federal government as in any other employment, rela- 
tions between supervisors and workers result in grievances and other em- 
ployment problems which are best resolved through collective bargaining. 
Much discretion is lodged in the administrators of government depart- 
ments and bureaus to promote, penalize, and otherwise to affect the 
careers of personnel. Only through collective bargaining can grievances 
of employees be satisfactorily adjustable. This is true for government 
employees as well as for employees of private concerns. 

The general principle followed in collective bargaining in the gov- 
ernment service is that administrators may bargain with unions of their 
employees on matters over which the administrator has authority or dis- 
cretion. Obviously, if Congress provides by statute that the wage for a 
certain group of employees shall be a specific amount, the administrator 
cannot alter that wage. Obviously also, if employees are hired pursuant 
to civil service regulations, the closed shop or other forms of union 

^ Data from U.S. Department of Labor. 
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security which make jobs dependent upon union membership are incom- 
patible with civil service regulations and therefore cannot be entered 
into. On the other hand, in such agencies as the Tennessee Valley Au- 
thority, to which Congress has given considerable discretion in handling 
employee relations, collective bargaining can be more inclusive. 

Many government departments have denied that they have author- 
ity to enter into written collective agreements. Again, however, this policy 
is largely unrealistic so long as the written agreements do not exceed the 
administrator’s authority to delegate power or to use his discretion. As a 
matter of fact, such government agencies as the Tennessee Valley Au- 
thority, the Bonneville Power Administration, the Alaskan Railroad, 
and, during its existence, the New York Regional OjSice of the War 
Labor Board have all entered into collective agreements. Other agencies 
and departments approximate the written collective agreement by having 
the administrator or personnel office post upon a bulletin board matters 
that have been agreed to by unions and the administration. Still others 
operate merely by verbal understandings. As long as relationships are 
conducted on a high plane, the type of agreement is not of paramount 
importance. 

State and Local Governments 

In state and local employment, the principles under civil service 
regulations of these governmental bodies are no different. There are, 
however, two aspects which have differentiated relationships somewhat. 
The first is that collective bargaining on the state and local levels is fre- 
quently the subject of legal attack which usually stems from the disin- 
clination of officials to enter into collective bargaining agreements and 
their attempts to rationalize this refusal by declaring that they have no 
authority to engage in collective bargaining. Actually, the law on the sub- 
ject is slight. So long as legislation to the contrary does not exist, and so 
long as no terms of the collective agreement violate existing legislation 
dealing with terms and conditions of employment for public workers, 
there does not seem to be any bar to collective bargaining in state and 
local employment. 

The other fact which distinguishes federal employment from that 
of states and municipalities is the extent of civil service. Especially in 
municipalities, civil service coverage is much less widespread. Where 
civil service does not exist, and where employment terms are not written 
into law, collective bargaining is not so limited and closely approaches 
collective bargaining in private industry. 

Recently, the cities of Philadelphia and New York have decided 
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to enter into formal collective bargaining agreements with their em- 
ployees — in most cases formalizing arrangements which have been in ex- 
istence on an informal basis for many years. In addition, New York City 
has enacted a labor relations code for its employees which embodies most 
of the features of New York State’s **Little Wagner” Act. This type of 
labor code may well spread to other cities. 


A POLICY FOR GOVERNMENT EMPLOYMENT 

Efficient government requires an efficient employee force. To main- 
tain morale and efficiency on a high level, it is imperative that all govern- 
ment levels develop advanced personnel programs. Such programs could 
well recognize the following points: 

1. That collective bargaining is the only method thus far developed 
by which employees may secure an effective voice in wages, hours, and 
working conditions. Since this is true of employees in public, as well as 
those in private, industry, no bars should be placed in the way of collective 
bargaining. 

2. That collective bargaining in the public service should concern 
itself with those items over which the administrator has discretion. 

3. That public employees should not use the strike weapon. In 
return, public employees should be guaranteed wages, hours, and condi- 
tions of employment in line with those paid in comparable jobs in private 
industry. 

4. That restrictive antistrike legislation, such as contained in New 
York’s Condon-Wadlin Law, which goes beyond merely forbidding a 
strike, does not contribute to good employee relations in the public service. 

If governmental authority and labor’s right to organize and to bar- 
gain collectively are not to clash head-on, a compromise solution must be 
worked out. In the words of one authority: 

The public services are expanding and the number of workers in the employ 
of the government is constantly increasing. The American public service, quite 
as much as the service of any other country, needs such criticism of its management 
and such a check upon its authority as only independent employee organizations, 
supported by a free labor movement, can give. Yet it still remains the duty of 
government to see to it that the public services operate for the benefit of the whole 
public. It is out of the inevitable conflicts inherent in this situation that problems of 
employer-employee relations arise in the government service. Fundamentally these 
problems are a phase of the perennial conflict between authority and liberty in a 
free society. The issue admits of no final solution but only of working arrange- 
ments which leave intact the basic claims of each party. If government presses its 
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sovereign authority to its logical end, it may destroy freedom. If the employees of 
government fully exercise their collective pressure in their own behalf, they may 
undermine the public security upon which freedom rests. The life of a free society 
depends upon the maintenance of freedom and authority in delicate balance. The 
preservation of this balance depends in turn upon mutual restraint on the part of 
both government and its employees founded upon the recognition of the fact that 
in real life there is neither complete liberty nor absolute sovereignty,^^ 


QUESTIONS FOR DISCUSSION 

1. Discuss the arguments for and against collective bargaining on the part of em- 
ployees of the federal government. How have the rights of federal government 
employees to bargain collectively been restricted ? 

2. Should employees of governmental agencies which perform business or in- 
dustrial functions have a right to strike? 

SUGGESTIONS FOR FURTHER READING 
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Service Assembly by the Committee on Employee Relations in the Public Serv- 
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Rights, duties, the law, and personnel administration in the public 
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Spero, S. D. Government as Employer. New York: Remsen Press, 1948. 
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THE FUTURE OF NATIONAL 
LABOR POLICY 


The present labor poliq^ of the United States, as em- 
bodied in state and federal legislation and action, may be said to have 
five, or possibly six, principal aspects: (l) protection of workers from 
the risks and hazards of industry through state workmen's compensation 
acts and state and federal social security legislation; (2) maintenance of 
minimum labor standards by means of state and federal minimum-wage 
and maximum-hours legislation; (3) encouragement of collective bar- 
gaining by protecting the right of labor to organize through legislation, 
such as the National Labor Relations Act and similar state laws, and by 
aiding the peaceful settlement of labor disputes through federal and state 
mediation agencies; (4) regulation of those activities of unions which 
are considered contrary to the public interest by such instruments as the 
Taft-Hartley amendments to the National Labor Relations Act and by 
similar state laws; (5) protection of workers against discrimination in 
employment on the grounds of race, color, creed, or national origin — a 
new development exemplified by fair employment practice legislation. 

There is in addition a sixth aspect which, as yet, has not been trans- 
lated into action but which is very important. This involves encourage- 
ment and fostering by the federal government of reasonably full employ- 
ment. 

DEVELOPMENT OF LABOR POLICY 

The labor policy of the United States has developed slowly and halt- 
ingly. No one court decision or legislative act can be singled out as repre- 
senting the beginning of governmental labor policy. Much of our present 
policy, it is true, stems from the great depression and the period of the 
Roosevelt administration, during which great strides were made toward 
formulating present labor policies. Nevertheless, each period of history 
has made some contribution to the present status of labor legislation and 
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governmental action. For example, even the most revolutionary of all 
labor laws — the National Labor Relations Act — ^had its roots in state 
and railway labor legislation of the 1890's. 

At various stages of American labor history, different aspects of 
labor policy have been stressed by legislators and labor leaders. For ex- 
ample, encouragement of collective bargaining by protecting the right of 
labor to organize was of prime importance in our labor policy in the 
period from the birth of the National Recovery Administration to enact- 
ment of the National Labor Relations Act. Restraints on activities of un- 
ions were especially emphasized in the post-World War II era, represent- 
ing in part a reaction to certain alleged excesses of unions during the 
period of unrestricted union organization. Labor policy is thus continually 
evolving. Laws are passed which at the time may represent majority 
thinking. But majority thinking is not static, and as views alter, labor 
legislation reflects the changing trend in public opinion. 

It is natural to assume, therefore, that labor policy will continue to 
evolve in the future. While many future developments cannot be pre- 
dicted, certain trends are already evident. Thus, for example, a develop- 
ing labor policy will undoubtedly include measures extending the cover- 
age of minimum wages and broadening social security, as well as further 
legislative attempts to solve the problem of strikes which endanger public 
health and safety. The deficiencies of present legislation with respect to 
each of these aspects of labor policy have already received consideration 
in earlier chapters of this book and need not be reiterated. Furthermore, 
recent disclosures of abuses in the handling of union funds will probably 
lead to legislation requiring more detailed annual accounting with re- 
spect to union funds and pension trusts. 

But in addition to the specific problems for which a developing labor 
policy must find a solution in the future, there are also certain general 
problems concerning labor policy as a whole which merit the attention 
of labor, industry, legislators, and students of labor. It is to these broad 
considerations of policy that we now turn our attention. 

NEED FOR INTEGRATION OF LABOR POLICY 

The United States needs a labor policy. At the present time, it has 
no labor policy but rather a patchwork of policies, comprehensive but 
not consistent. There is, for example, no uniformity of treatment among 
the states. State labor relations, workmen’s compensation, unemployment 
insurance, and minimum wage laws differ widely. The accident of loca- 
tion determines the extent of employee protection. 
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Nor is there any agreement between the states and the federal gov- 
ernment as to areas of regulation. As a result, state and federal laws are 
frequently contrary in purpose, inconsistent in approach, and diverse in 
administration. Federal laws such as the Taft-Hartley Act and the unem- 
ployment compensation sections of the Social Security Act, which invite, 
and give priority to, state legislation, encourage complicated, diverse 
state laws and inconsistent state-federal legislative relationships. 

Even within the federal framework of legislation there is no consist- 
ency. Railway and airline employees and employers who come under the 
Railway Labor Act have rights and duties different from those of their 
fellow employees and employers who come under the National Labor 
Relations Act. Likewise, the railway industry has a separate social secu- 
rity system, while airline pilots have a special (and extraordinary) mini- 
mum wage law. Before the Taft-Hartley amendments to the National 
Labor Relations Act, the latter law and the Norris-LaGuardia Act were 
so at odds that powerful unions wer able to utilize the protection of the 
Norris-LaGuardia Act to nullify rights guaranteed to employees by the 
National Labor Relations Act. 

There is also inconsistency of purpose between the two current goals 
of labor policy — ^promoting collective bargaining and regulating certain 
union activities. Although some such inconsistency may be unavoidable, 
the extent of the present conflict between harsh state laws, which have as 
their primary objective the regulation of unions, and federal laws in- 
tended to encourage collective bargaining would appear capable of being 
lessened. 

The fact that there are basic conflicts in the national labor policy 
should not be surprising. Indeed, all things considered, perhaps it is sur- 
prising that there are not more inconsistencies in existing legislation. 
Labor legislation is enacted in response to pressure of public opinion and 
influences exerted by various interest groups. In some states, labor’s politi- 
cal position is strong; in others it is weak. State labor laws reflect this fact. 

Moreover, neither labor nor industry alone can command sufflcient 
votes to sway Congress. When in disagreement over legislation, both must 
appeal for support to that huge, vague group known as the "middle 
class,” which holds the balance of power in our society, insofar as such a 
balance exists. As the electorate shifts first one way and then another, the 
complexion of Congress and state legislatures changes. Legislation in the 
highly controversial field of labor relations reflects these changes. 

Undoubtedly, better legislation would result if labor and industry, 
aided by experts in this field, could agree on a comprehensive program for 
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a national labor policy. There is a real need for a general overhauling of 
our disjointed system of conflicting and overlapping labor laws. Even if 
agreement could not be reached as to the basis on which such laws should 
be improved, it might at least be possible to achieve a greater degree of 
uniformity than now exists between the various state laws. Unfortunately, 
however, achievement even of such limited agreement is not too likely in 
view of the basic conflicts of interest, not only between labor and industry 
but also within both labor and industry groups. The present system of 
push-and-pull of pressure groups to secure labor legislation favorable 
to themselves is likely to remain with us for some time to come. 


NEED FOR DEFINING ROLE OF UNIONS AND 
MANAGEMENT 

In Chapter 4, we considered the problem of defining the scope of 
managerial prerogatives. We need not repeat here the considerations 
there discussed. Suffice it to say that the problem of preserving entrepre- 
neurial freedom to manage business while affording union membership 
security will be telescoped in importance in coming years by the ever- 
growing extent of union demands. Although union leaders, by and large, 
believe in maintenance of the American system of free enterprise, their 
continuing search for means to afford security to their membership must 
inevitably produce a narrowing of the area of business initiative. Layoffs, 
technological change, and production policies are likely to be moved more 
and more into the orbit of union consultation and control. Union attempts 
to prove management’s ability to pay higher wages and other benefits will 
lead to increasing interest by unions in company accounting systems and 
managerial policies. 

No one can say where the ever-widening scope of union demands 
will end. It is safe to hazard a guess, however, that labor and management 
in the United States will ultimately work out a modus vivendi which will 
differ from that reached in other countries and which will reflect the pe- 
culiar character of American democracy and the American industrial 
environment. Such a compromise must recognize the basic need pf the 
worker to feel secure in his job and to participate fully in the industrial 
process. At the same time, it is important that management be left free to 
plan, to invent, and to improve production methods so that not only labor 
but also the public at large may benefit from the efficiency of the capital- 
istic system. 
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NEED FOR DEFINING ROLE OF INDUSTRY AND 
GOVERNMENT 

The problem of demarcating the respective scopes of unions and 
management has its counterpart in the larger social question of the proper 
balance between individual initiative and government control. This basic 
issue is met not only in debates over the merits of government control 
or ownership of utilities but also in the development of labor policy. 
It seems clear that in coming years union organizations will attempt to 
saddle industry with new and heavy obligations growing out of the 
worker’s need for security. Unions have seized upon the idea that industry 
should provide for depreciation of the human machine in the same way 
that it provides for depreciation of capital equipment. This idea has been 
given concrete form in demands for liberalized pensions, health insur- 
ance, life insurance, free dental care, and other benefits. The basic ques- 
tion is whether such benefits — assuming they are justified — should be 
provided by industry or government. 

The notion that industry, on its own initiative, should amortize its 
human costs in the same manner as it has customarily amortized its 
mechanical costs is an attractive one; yet it must be recognized that there 
are definite shortcomings to this view. The primary difficulty in having 
pension, supplementary unemployment benefit, or other plans financed 
and administered by individual firms without any over-all supervision or 
integration by government is that such plans are bound to differ from 
one company to another. As a consequence, they are likely to be haphazard 
and incomplete in their coverage, unequal in the amount of their benefits, 
and unduly favorable to workers who happen to have the good fortune 
either to be members of strong unions or to work for prosperous con- 
cerns. Strong unions, like the United Mine Workers, have already demon- 
strated their ability to require employers to make enormous contributions 
to employee welfare funds. This success is unlikely to be duplicated by 
unions less strategically located. 

A further element of unfairness in leaving the settlement of pensions 
and other aspects of a welfare program to the processes of collective bar- 
gaining is that the costs of such programs must ultimately be borne by all 
consumers in the form of lower real income, since, to the extent that com- 
panies bear the cost of pension plans, costs and prices of their products 
will tend to rise. This means that the public generally must pay for the 
disproportionate benefits which may be obtained by strong unions in par- 
ticular industries. Moreover, as long as welfare plans remain a matter 
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for collective bargaining, there will be constant rivalry among unions in 
various industries to increase the amount of benefits obtained for their 
membership in order to outdo other unions. The consequences of such 
rivalry upon industrial costs, profits, and employment could be serious. 

The alternative to individual company welfare plans is government 
benefits under an expanded and liberalized social security program. This 
approach has the advantage of enabling workers to share equally in 
benefits regardless of whether they are organized or unorganized, mem- 
bers of strong unions or of weak unions. Moreover, the principle has 
already been established under the Social Security Act that workers 
should contribute to support of the cost of the program — a principle 
which seems to commend itself for its fairness. But an expanded govern- 
ment administered welfare program for employees also has its drawbacks. 
It means rising taxes, increasing bureaucracy, and growing intervention 
by labor in politics so as to make its influence and demands felt in deter- 
mination of the extent and disposition of benefits. Pensions are, of course, 
only the beginning. The politics of union organization require that union 
leaders, in order to retain the allegiance of their membership, must con- 
stantly obtain new benefits for employees. If government, rather than 
employers, becomes the fount from which new benefits are to be sought, 
labor may use its political influence to obtain for American workers a 
"cradle to the grave” welfare program similar to that obtained by British 
labor from its Labor Government. Such a development would bring the 
welfare state to America. 

Employee demands for protection against insecurity thus present in- 
dustry with a challenge and a dilemma. Either industry must accept its 
responsibilities and take the initiative in developing a broad program de- 
signed to protect workers from the risks and hazards of industrial life — 
with unforeseen consequences upon costs, profits, and employment — or 
labor may take the other road, which leads to increasing government 
regulation and taxation of industry and to increasing dependence by 
workers upon the government to solve their problems. The decisions 
made with respect to this aspect of labor policy may thus have profound 
repercussions upon the pattern of American economic life and may in- 
fluence the nature of the balance which is ultimately struck between 
government regulation and individual enterprise in our economy. 

LABOR POLICY IN A DEMOCRACY 

A cornerstone of our democratic form of government has been the 
use of national policy to control great aggrandizements of power. As a 
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nation, we have long recognized that when particular groups become so 
powerful that their actions can seriously interfere with market processes 
and endanger the public interest, government regulation may be required. 
Thus, the Sherman Antitrust Act recognized the evils inherent in com- 
binations of corporations designed to restrain trade or monopolize an 
industry. Likewise, our graduated income tax and heavy estate tax were 
intended, in part, to restrict the concentration of economic and political 
power which would flow from the amassing of great fortunes passed on 
from generation to generation without tax. 

With this history of the role of governmental regulation in our 
democratic society, it seems almost inevitable that the extent of regulation 
of unions will expand as they grow in strength and economic power. To 
date, the function of government has been primarily to provide the basis 
for equality of bargaining power between management and labor. The 
Wagner Act sought to prevent large strongly entrenched corporations 
from using their power to throttle unions in their infancy by resort to 
discriminatory practices. Then, as unions grew in membership and 
strength, the need for such one-sided intervention in the labor market less- 
ened, and Congress enacted the Taft-Hartley Act in an effort to pare down 
some of the rights given unions and to equalize bargaining power in the 
labor market. 

It might be thought that with the development of strong union or- 
ganization and the achievement of relative equality in bargaining power 
between industry and labor, government could now withdraw to the side- 
lines and let the parties fight it out. Unfortunately, however, the very 
equality of power between the parties in mass-production industries 
where strong unions confront large corporations, each with extensive 
financial resources, increases the possibility of prolonged work stoppages 
with their attendant inconvenience to the public. There are, of course, 
some persons who believe that the only way to deal with this problem of 
the battle of the giants is to restore the working of a free market by break- 
ing up unions and large corporations — ^by "atomizing” competition, as it 
is called — so that the unions and corporations which are left to deal with 
each other will be too small to affect seriously the market or the public by 
reason of their occasional disputes. This possibility, whether or not de- 
sirable in theory, is plainly impractical. Our industrial system, as now 
constituted, is too dependent upon our large integrated corporations to 
warrant such a change, and so long as corporate units remain large, union 
organizations must also be large in order to bargain effectively for their 
membership. 

The struggle between strong unions and large corporations will lead 
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to a demand by the public for further government regulation of union 
activities. The pressure for such action will grow if the present inflation- 
ary spiral continues; for many people have come to believe — either rightly 
or wrongly — that union demands for wage increases — backed up by the 
threat of the strike — ^have been the major cause for the upward trend in 
prices. The result may be further restriction of certain rights — such as the 
right to strike — ^which unions believe are fundamental to our democracy. 
But there are few absolute rights in our society. Rights are implicit with 
obligations. We cherish freedom of speech, but a man cannot yell "fire"’ 
without cause in a crowded theatre. A democratic society can afford to 
give rights and privileges to groups only if those rights and privileges 
will not be abused and the rights of the public will be respected. The 
more powerful an organization becomes, the greater is the damage which 
it can inflict upon soicety by abuse of its rights and therefore the more 
circumspect must society be to see that such organizations respect their 
obligations to the community. Today the existence of nonunion competi- 
tion is a powerful brake on possible abuses of union bargaining power 
in many industries, just as the existence of strong competition is a brake 
on the abuses of corporate power. If unions gradually eliminate such 
nonunion competition, the chance for abuse of power will be accentuated, 
and a real test will be presented for enlightened labor leadership. Unless 
union leaders exercise real self-restraint in exercise of their powers, they 
may find that government will prescribe the restraints. 

Labor policy in a democracy should recognize that government reg- 
ulation is not a panacea. Every walkout which inconveniences the public 
should not be met with a demand that ''there ought to be a law."' Free 
unionism and free collective bargaining are institutions which are worth 
preserving. By contrast, the growth of government bureaucracy and the 
intervention of government in the labor market are tendencies which 
should not lightly be encouraged. In labor policy, as in other national 
policies, we must follow the middle road. As a general rule, labor and 
industry should be given every opportunity to work out their problems 
without government regulation, except in situations where injury to the 
public is apparent and substantial, and the justification from the point of 
view of legitimate union conduct is lacking. 

The obligations of unions in a free society have yet to be clearly de- 
fined. We have been too concerned thus far with the rights of labor to 
consider its duties. But with the coming of age of organized labor, there 
is bound to be a change in viewpoint on the part of the public and of the 
legislature, just as there was in the case of private corporations. Delinea- 
tion of the obligations of unions would help to clarify, in part, the role of 
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government and of industry, as well. Whatever the ultimate role which 
government, industry, and unions will play in our society, we may be 
sure that it will follow a pattern reflecting the needs of our highly inte- 
grated industrial economy and the traditional concepts of our democratic 
society. 

QUESTIONS FOR DISCUSSION 

1. What are some inconsistencies in federal-state labor-law relationships? Ap- 
praise the possibility and advantages and disadvantages of eliminating such 
inconsistencies. 

2. Should unions and/or corporations be reduced to local organizations ? 

3. Do you favor the government or unions or neither as dispensers of social wel- 
fare benefits ? 

SUGGESTIONS FOR FURTHER READING 
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A succinct analysis of the problem of national emergency strikes. 
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